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COSTS AND PRODUCTION STANDARDS 


Haroutp B. WILLIAMSON, A.I1.C.A. 
PART V 
COSTS ACCOUNTS 


(a) Production Costs 

A summation of the study of the various 
phases of production and its close rela- 
tionships to costs leads to only one con- 
clusion: that the scientific costs accountant 
might be better termed a costs engineer. 

He is a specialist, subordinate to no 
other authority, whose work should so syn- 
chronise with that of production engineer 
that the culmination of their united efforts 
results in economic costs and efficient pro- 
duction; standardisation both of produc- 
tion and costs. 

There are two generally - recognised 
methods of costing: job order and process ; 
and, if an economic system can be devised 
whereby all production is dealt with, in a 
factory dealing both with job orders and 
single products, then perfection in stan- 
dardisation has been achieved. 

The contention that job order and pro- 
cess costs are two separate and distinct 
methods of costing is wrong; job order 
costs can be process costs, and single pro- 
duet can be either job order or process. 

If the view is taken that job order costs 
are not process, then apparently all process 
is disregarded, costs as a whole accumu- 
lated for a particular order, and overhead 
allocated on some other basis than machine 
hours, with a total disregard of the 
necessity for charging overhead applicable 
to a particular machine as a direct ex- 
pense. 


There are wide variations in expenses 
directly attributable to machine groups, 
and these should be considered under all 
circumstances. For that reason, wherever 
possible a system of complete process costs 
should be installed, such costs being de- 
fined as not only those in which total costs 
are carried forward from process to pro- 
cess, but also those where operation costs 
(labour and expense) are the custom, and 
hourly rates are to be applied. 

Although there are many types of in- 
dustry, their production methods can be 
classified as either— 

(1) process, 
(2) total. 
Both (1) and (2) subdivided into— 
(a) multiple, 
(b) specific. 

(a) A variety of products manufac- 
tured, orders issued as required, either for 
stock or custom. 

(b) Products of similar type manufac- 
tured, orders issued as required. 

(1) Process.—Process costs infer move- 
ment of material through various processes 
or centres before completion of product, 
the total cost of each process being charged 
against the incomplete product before 
transfer to the next centre. Various types 
of product can thus be intermingled 
during the performance of operations. Job 
orders and single production industries 
can be either of a process or total nature 
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Costs and Production Standards—continued 

(2) Torau.—Production without pro- 
cess. Applicable to single process or single 
product industry. 

(a) Contract or terminal—aAll ex- 
penses under one account, s¢te re- 
quirement being cost of contract, 
e.g. building construction. 

Single or output.—Cost of output 
required, e.g. coal mining; per 
ton of coal raised. 

Working or operating costs.— 
Shows the costs of working and 
includes administrative expenses. 
Public utilities come under this 
heading, expenses measured 
against some common unit of pro- 
duction, e.g. per thousand gal- 
lons of water. 

Departmental. — One type of 
article produced, and cost of 
working department the only re- 
quirement. Manufacturing ac- 


(b) 


count usually only account kept. 
(e) Job order.—Products of similar 
or mixed design, requiring only 


one operation. 

Whatever the industry, process or total, 
localisation of expense by means of stan- 
dardisation should be the objective. Closer 
attention to detail is possible, waste and 
excess expenditure capable of discovery, 
and inefficiency reduced to a minimum. 

Although job order is mostly associated 
with intermittent, while process costs deal 
mainly with continuous production, never- 
theless both systems do interlock and can 
be dealt with under the same system of 
production control. Intermittent produc- 
tion can be made up of a number of manu- 
facturing operations and processes, and 
because of this a complete system of stan- 
dard costs can cover both methods. 

Whether process or total, the very basis 
of the costs will be the instruction sheet, 
specific’ tion sheets, and route and progress 
sheets. 

If the production is job order, these 
sheets will be prepared by the production 
engineer as required; where it is large 
volume manufactures of particular pro- 
ducts, the sheets will have been prepared 
before production is entered upon. 

(b) Joint and By-product 

Their difference may be simply dis- 

tinguished in ihe following manner: 
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(1) Joint products are processed direct 
from the raw material. 

(2) By-products are residuals or pro- 
duets of residuals resultant from _pro- 
cessing of products or joint-product. 

Joint production infers that the articles 
manufactured bear such common relation- 
ships with reference to each other that 
their simultaneous production makes for 
economic and successful enterprise. 

By-products, on the other hand, usually 
apply to the utilisation of waste after the 
major purpose of the plant—the reason for 
its establishment—has been accomplished. 

The terms, under some conditions, are 
practically synonymous, being dependent 
upon the main purpose of the particular 
industry. 

Coal-tar is a by-product of gas manufac- 
ture, but if a gas company found it a sufii- 
ciently payable proposition to enter the 
field of chemical industry with the direct 
intention of manufacturing chemicals from 
coal-tar, coal-tar would undoubtedly re- 
ceive particular attention and become, not 
a by-product, but a very useful joint- 
product; for gas and coal-tar are both 
derived from coal, obtained by the same 
process, either by passing steam and oil at 
high temperatures through generators over 
beds. of coal, or roasting coal in retorts. 

Petroleum products, similarly, could be 
either joint or by-product, their by- 
products covering a wide range of chemi- 
cals, amongst them benzene toluene and 
xylene, also derivatives of coal-tar. 

Crude petroleum can be refined by two 
processes : either refining or cracking. With 
ordinary refining, the more crude oil re- 
fined the more high and low octane motor 
spirit and heavy oils are produced, but 
always to a great extent proportionately. 
This could be termed joint production. The 
direct opposite results from the cracking 
process: the more the volatile spirits pro- 
duced, the less heavy oils remain. As the 
main purpose in this instance is produc- 
tion of the lighter spirits, the heavy oils 
are in the nature of by-products. 

The best method of dealing with joint- 
products in the costs where processed from 
waste (for instance small articles made up 
from steel scrap left over after manufac- 
ture of a larger product) is to allow for 
such waste in the budget estimate, and 
charge the larger product with the net 
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Costs and Production Stanaaids—continued 
weight after estimation uf waste; thus 
some part of raw material is a charge 
against all articles. 

In other cases the product should be 
charged with handling, storing, labour, 
overhead, administration, and selling ex- 
penses as incurred, from the time material 
is handled. Where they are joint produc- 
tion at a certain ratio of output, they 
should be dealt with by s:inple standardisa- 
tion and budgetary control. 

Amongst by-product industries are gas 
manufacture, steel production, petrol re- 
fining, coal mining, and flour mills. 

Gas, steel, and petroleum industries can 
give an outline of variations in procedure. 

Gas by-products are coke, coal-tar, am- 
monia, and various chemicals. In all proba- 
bility only the first three will interest the 
undertaking proper. They are treated sep- 
arately in the accounts, expenses (hand- 
ling, production, storing, ete.) being 
charged from the time same is incurred. 
They are sold at a fair market price, profits 
from sale best treated by transfer back 
into the main works or operating account. 

Heavy steel industry produces gas from 
the’ blast furnaces which can be used for 
power generation. Where it is turned back 
as input it can become a charge against 
production at current rates; otherwise it 
is a separate commodity, charged with all 
production costs incurred, and sold outside 
at a reasonable profit. 

Petroleum by-products require slightly 
different treatment. They are somewhat in 


Production departments are:— 

A. Pattern Shop 

B. Machine Shop 
An order is received for 3,000 articles. The 
Article comprised of two separate units, J1 
Estimated weight J1 completed 21,000 Ibs. 
2 1,000 Ibs. 
1 500 Ibs. 
J1 . 2 500 lbs. 
J1 - 3 500 Ibs. 
Estimated waste J2 “ 2 200 Ibs. 
Estimated material cost £1,580—23,700 Ibs. 
J1 Process 1 Shaper 
J1 2 Miller . ” 
J1 2 turret lathes - 
J2 Foundry ” ” 
J2 Centre lathe ve a 


va ” 


” ” 
Estimated waste J1 Process 


” 


The estimated times are considered high task, and 


schedule is adhered to. 
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the nature of joint-products, each new 
commodity having a separate entity, as in 
the case of production from steel waste. 

The raw material is petroleum instead of 
steel, and the types of product that can 
emanate from petroleum are many and 
varied, joint and by-product, viz. high 
and low octane motor spirit, kerosene, 
diesel oil, all grades of heavy oil, lubri- 
cants, chemicals, ete. 

The greater the refinement, the more the 
processing, andl the more the incidental 
costs. Collected costs from the time of 
initial treatment can be applied directly to 
production; against by-products from the 
commencement of processing, including 
handling and storage charges. 

As procedure, both in joint and by- 
products, rarely varies, except in the case 
of more up-to-date methods, new discov- 
eries or machines, there are few difficulties 
to prevent the setting up and maintenance 
of efficient and reliable budgetary control. 


(c) Production Accounts 


Applying the principles detailed in the 
previous pages, it is now the intention to 
set out the accounts necessary for a fac- 
tory dealing both in job orders and par- 
ticular lines of product. They expect full 


production at practical capacity 2,000 
hours, and have allocated a percentage of 
capacity for anticipated job orders. 

Their policy is to apportion both fixed 
and variable expense at practical capacity. 


C. Foundry 

D. Assembly Shop 

estimated weight of the completed order is 22,000 
and J2. Factory Order 1,375. 


Estimated cost £80; actual £77/10/-. 
Actual 500 Ibs. 
450 Ibs. 
500 Ibs. 
200 lbs. 
eost £1,545. 
250 hrs. 
250 hrs. 
500 hrs. 
5 hrs. 


Actual 
Actual 230 hrs. 
245 hrs. 
475 hrs. 
25 25 hrs. 
50 hrs. 45 hrs. 
all personnel receive 25% bonus if 


(2 @ 250) 


Certain fixtures are required to be manufactured by the pattern shop before production can 
be entered upon, and it is estimated that alteration to blueprints and completion of fixtures will 


take 35 hours. Estimated cost of material £50. 
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Costs and Production Standards—continued 
In the pattern shops the foreman received 5/6*/,, per hour. 
charge hand 4/6°/,, per hour. 
25 hours of the foreman time are charged against the job. 


25 hours of charge hand as follows: Shaper 10 hours 
Miller 10 hours } Intermittent time 


Drill 5 hours 
There are nine machines in the machine shop; total capacity 18,000 hours. 
shop foreman and apprentice is distributed fractionally to 18,000 hours. 
Foreman 5/6°/,, per hour 
Charge hand 4/6°/,, per hour 
Repetition workers 3/4/,, per hour 
Apprentice 3/4°/,, per hour 
Direct labour process 3 is charge hand 100 hours, two repetition workers 500 hoars (2 @ 


Rate of machine 


250). 
Assembly is estimated to take 50 hours. Actual 45 hours. 
Employees: 2 @ 4/6°/,; 
2 @ 3/4"/,, 
Foundry: Blacksmith @ 4/6°/,, per hour. 
The following illustration outlines budgeted manufacturing expense 


tion. 


and method of distribu 


BUDGETED MANUFACTURING EXPENSE 


to 


Uxpense 
Machine & 


E 


vi) 
(floor space ) 


Supplies 
Tool & Cutter 
transfer 

ratios 3.9.2.1 


Comp. Ins. 
Travelling 

Costs 

prod.— 


Office 


ete. 
Accident & W. 


Lighting 
Rent, Rates, 
Depreciation 
Sundries 
Insurance 
Occupancy 
Transfer 


Salaries 
Heating 
Repairs 


rs 
= 
ios 


2,816 


bo 
oo 
x 
ee 
on 
i 
S 
an 
rs 
for) 
wn 
S 
ct 
o 


Occupancy 
Adminis- 

trative 2,000 36 2 i 5: 2,895 2,895 
Engineer- 

ing 2,000 80 27 2 3,000 3,000 
Plant 200 72 20 1,275 1,275 
Toolroom 700 100 125 20 2,640 2,640 
Stores 600 5 77 +~=610 1,545 1,545 


VARIABLE 


Ps 
o 


Accident & W. 
Comp. Ins. 
Casual Wages 


Production 
Adminis 
trative 

Engineering 
Plant 

Tool Room 
Depreciation 
Insurance 


609 
600 
600 
10 600 


Pattern .. .. 352 600 
Machine oe 643 1,800 
Foundry “ 206 86 = 400 
Assembly — : 200 

2,895 3,000 545 5 1, 45 2,400 18,329 


2 09 
WIS oH 
noe 
ace 


1,408 
FIXED (including Occupancy) 


aintenance 


Distribution 


Interest 


Depreciation 
Sick & Acci- 
dent Ins 

Total 


Labour 


to 

= 

vo 
S 
— 
@ 
S 
S 


Pattern 
Machine 
Foundry 
Assembly 
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Costs and Production Standards—continued 





EXPENSE DISTRIBUTION AT MACHINE & LABOUR HOURS 
Fized Variable 

PATTERN SHOP— 

Labour hours ari - oa od = ; ; 63d. 6/11 

Shaper ous ‘a - ‘ig = ‘a + 103d. 8/10} 

Miller - he wa - ; ni ¥ 1/23 12/94 

Drill “* 9 ; , ; 123d. 10/10 
MACHINE SHOP— 

Lathe re ea es : a 79d. 6/0} 

Shaper es . E “i ~ ; 113d. 9/- 

Miller = os - ig ' ‘c : ‘ rae 143d. 10/113 

Power press ni 7 ‘ > em 153d. 12/04 

Turret lathe ea a a ; ae : 164d. 12/53 

Turret lathe soi si 164d. 12/54 

Four spindle automatic ; , 163d. 12/112 

Four spindle automatic : a 163d. 12/11} 

Grinder... ee we os ae - 144d. 10/114 
FeuNDRY— 

Labour heurs * 7" ws o% és : - ? 2/4*/, 1/7T*/~ 
ASSEMBLY SHOP— 

2 @ 2,000 labour hours @ 4*/,,d. s a a4 - ial 5/14 

2 @ 2,000 ~ 9 @ 3°/ecd. a ve RB oe se 3/10 





OrpveR No. 1375 
FIXTURES AND SPECIAL TOOLS 


To Material .. re en 5 3y Transfer to Assembly 
» Labour ; ‘ ‘A 5 i 
. Manufacturing expense— 

Fixed i .. £110 10 
Variable », — = 
— 18 0 4 


£83 15 9 


OrpER No. 1375 

J1—PROCESS 1 
To Raw Material Stock Account .. £1580 0 0 By Transfer to Process 2 
» Direct labour - - ois 86 11 9 
» Manufacturing expense .. .. tae F 


£1791 1 4 £1791 1 4 


———aed —— 


OrpeER No. 1375 

J1—PROCESS 2 
To Transfer from Process | re By Transfer to Process 3... .. £2029 14 
» Direct labour — we ts 86 11 
» Manufacturing expense .. - 152 1 


s 


£2029 14 9 £2029 14 9 


OrperR No. 1375 
J1—PROCESS 3 
To Transfer from Process 2 .. £2029 14 9 By Transfer to Assembly 


» Direct labour oy cs ia 166 011 
» Manufacturing expense .. i oes 4% 


£2542 2 9 £2542 2 9 


———ae 
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Costs and Production Standards—continued 
OrDER No. 1375 
J2—PROCESS 1 
To Raw Material Stock Account .. £80 0 0 By Transfer to Process 2 .. £333 19 4 


» Direct labour sie oe _ 
,» Manufacturing expense .. Ne 36 17 3 


£123 19 4 £123 19 4 


—— 


OrpvER No. 1375 
J2—PROCESS 2 
To Transfer from Process . £123 19 4 By Transfer tou Assembly ‘ £157 18 10 
, Direct labour ne ‘ he 17 6 2 
, Manufacturing expense + 16 13 


£157 18 10 £157 18 10 


OrpER No. 1375 
ASSEMBLY 


To Fixtures... me i .. £33 15 9 By Finished Goods Account 
, Sub-assembly J1 .. F .. 2542 9 

» Sub-assembly J2 .. Si i 157 13 10 

, Direct labour = e ee 49 14 4 

, Manufacturing expense .. - 47 15 10 


£2881 7 6 £2881 


FINISHED GOODS AUCCOLN' 
To Order 1375 7 a .. £2881 7 6 


OrpEeR No. 1375 
MATERIALS STOCK ACCOUNT 
To Goods as - 2 v £50 0 0 3y Order 1375, Fixtures — £50 
, Goods , .. 1545 0 0 » Order 1375, J1 Process 1 -- 1580 
’ Raw material price variane. .. 35 0 0 


£1630 0 0 £1630 


To Consumption variance, J1 Pro- By Order 1375, J2 Process 1 «+ Cee 
cess 2. Ry ee ee £3 6 8 » Balance carried forward oe 3 6 8 
9 


» Price variance oA Ka 210 0 
» Goods - a : 7710 0 


£83 6 8 


, Balance brought forward x £3 6 8 
Note: In all probability this 
amount £3/6/8 would be writ- 
ten off as waste. 
RAW MATERIAL PRICE VARIANCE 
By Order 1375 J1 mes ia -- £26 0 90 
» Order 1375 J2 ais ns 210 0 


RAW MATERIAL CONSUMPTION VARIANCE 
By Raw Material Stock Account .. £3 6 8 


OrDER No. 1375 
PRODUCTIVE LABOUR 
To Wages oe : £15 15 5 By Order 1375, Fixtures 
25 hrs. @ 5/6°/y, 
25% 
25 hrs. @ 4/6°/,, 
+ 25% 


» Actual wages (230 hrs.) ‘a j » Order 1375, J1 Process 1 
» Efficiency variance man and apprentice, 
x 250/9 4+ 25%) 


Carried Forward &: 5 Carried lorward 
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Costs and Production Standards—continued 
PRODUCTIVE LABOUR—continued 
Brought Forward £31 
To Actual wages = ie “2 65 
,, Efficiency variance or “a 5 
Actual wages 84 
Efficiency variance 3 
., Actual wages 
,, Efficiency variance 1 
, Actual wages , 128 
., Efficiency variance xe 4 6 


jy 
eCrXoa 


29 


Doe © OF Oo Do > 


— 
> 
ry 


, Actual wages 

, Actual wages 

, Efficiency variance 

, Actual wages 

, Efficiency variance 
, Actual wages e 
, Efficiency variance 


_ 


ao OF ON Oe 


ae i 
- mr DD Oh 


i) 


ORDER N 


MANUFACTURING 


£1 10 10 
11 0 5 
019 2 


To Expenses... oa 
, Expense, J1 Process 
,, Standard variance 


£13 10 5 


£14 10 11 


To Expense, J1 Process : 
5 11 


, Standard variance _ a 0 


£14 


10 


To Expense, J1 Process ; £32 


, Standard variance 


To Expense + 
» Expense, J2 Process 2 
» Standard variance 


To Expense 
~ Standard variance 


ORDER 
MANUFACTURING 


£16 9 6 
108 0 


To Actual expense 
» Actual expense “. e- 
» Standard variance (20 hrs. @ 

9/-) - - i a 9 0 0 
» Efficiency variance 7 zs 9 7 10 


£142 17 4 


EXPENSES 
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Brought Forward 
By Order 1375, J1 Process 1 we: x 
4/6°/1 + 25%) . 
» Order 1378, J1 Process 2 
» Order 1375, J1 Process 3 ae 
man and apprentice) 
» Order 1375, J1 Process 3— 
Charge hand . £28 8 4 
Machinists .. 10610 9 


Order 1375, J2 Process 1 

Order 1375, J2 Process 2 (fore- 
man and apprentice) .. 

Order 1375, J2 Process 2 ive urge 
hand) 

Order 1375, ‘Assembly 


10. 1375 
EXPENSES (FIXED) 


By Order 1375, 
» Order 1375, 


Fixtures 
J1 Process 


, J1 Process 2 


Process : 


By Order 


, J2 


5, J2 


Process 1 
Process 2 


By Order 
» Order 


By Order 1375, Assemt)I 


No. 1375 

(VARIABLE) 

By Order 1375, Fixtures ; 

» Order 1375, J1 Process 1 
hrs. @ 9/-) 


» Price variance 


(250 


£1 10 
11 19 


£13 10 : 


£14 16 


£14 16 10 


£34 7 


£16 9 6 


13 17 10 


£142 17 4 
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Costs and Production Standards—continued 


To Actual expense... ws .. £132 0 0 By Order 1375, J1 Process : 
,, Standard variance +r ae 21411 , Price variance 
., Efficiency variance = as 2 13 10 


£137 8 9 


To Actual expense... ws >» £384,301 4 sy Order 1375, J1 Process 3 
. Standard variance ind = 15 12 
. Efficiency variance “* i 14 16 


£311 19 


To Actual expense... oP <<. 3v Order 1375, J2 Process 
. Price variance “ a 0 10 


£33 17 


To Actual expense =e im we £13 11 By Order 1375, J2 Process : 
, Standard variance ia os 1 10 , Priee variance 
. Efficiency variance a is 10 


To Actual expense an re a By Order 1375, Assembly 
. Standard variance , : § » Price variance 
. Efficieney variance 


OrperR No. 1375 
DIRECT LABOUR VARIANCE ACCOUNT 


By Efficiency variance, Order 1375, 
J1 Process 1 ‘ia , 
Charge hand wa = 
» Efficiency variance, J1 Process 2 
Foreman and ap- 
prentice £0 6 
Charge hand 18s 


» Efficiency variance, J1 Process 3 
Foreman and ap- 
prentice : e231 1 
Charge hand : @ s&s 
Machinists 5 6 6 
,», Efficiency variance, J2 Process 2 
Foreman and ap- 
prentice 
Charge hand 


, Efficieney variance, Assen 


OrpDER No. 1375 
MANUFACTURING EXPENSES VARIANCE ACCOUNTS (FIXED) 


By Standard variance, J1 Process 

, Standard variance, J1 Process 2 
, Standard variance, J1 Process 3 
, Standard variance, J2 Process 

, Standard variance, Assembly 
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Costs and Production Standards—continued 
OrpER No. 1375 
MANUFACTURING EXPENSES VARIANGE ACCOUNTS (VARIABLE) 
To Price variance, J1 Process 1 .. £13 17 10 ByStandard variance, J1 Process 1 
» Efficiency variance, J1 Process 1 
., Price variance, J1 Process 2... 0 313 , Standard variance, J1 Process 2 
» Efficiency variance, J1 Process 2 
, Standard variance, J1 Process 
, Efficiency variance, J1 Process 
» Price variance, J2 Process 1 , 
,, Priee variance, J2 Process 2. , Standard variance, J2 Process 
,, Efficiency variance, J2 Process 2 
, Price variance, Assembly 2 6 , Standard variance, Assembly 
.» Efficiency variance 


ORDER No. 1375 
RECONCILIATION 


Standard cost 
Waste raw material 


Less— 
Material variance 
Direct labour variance sl 
Manufacturing expense variance— 
Fixed age te 
Variable 


114 17 


Actual cost ne = a “a is J .. £2769 16 7 


Raw material at cost .. ; ea bis vin - . .. £1672 10 
Direct wages .. “ae : vis .% - . ; be 405 9 
Manufacturing expenses— 
Fixed 5 + 
Variable 
691 17 
£2769 16 7 


(d) Analysis 


An analysis of these accounts, apportioning overhead as a percentage of direct 
labour, will disclose substantial differences. 


Direct Wages Overhcad Percentage 
Pattern shop ' £1261 7 4 £4198 333 
Machine shop 4 5096 14 11071 217 
Foundry i 568 3 8 2949 519 
Assembly : = 1988 12 1911 96*/, 


No purpose is served by using actual direct wages as a basis for standard compari- 
sons or for general comparative purposes of this nature. 
The basis will be standard direct wages. 
OVERHEAD DISTRIBUTION 
Standard Overhead Direct Machine and 
Direct Labour Percentaae Labour Labour Hours 
Pattern 7S £15 15 5 333 
Machine— 
J1 Process | 217 
J1 Proéess 2 ( 217 
J1 Process : $17 
J2 Process 2 217 
Foundry . ‘ 7 19 


if 
Assembly ; : 9 }¢ ny 


£910 
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Costs and Production Standards—continued 

The first striking fact is the huge overall 
difference between overhead as distributed 
under the two methods, the amount being 
£168/11/11. 

Analysing again the various processes 
and centres, discloses that such differences 
bear no common relationships, and that 
only in the ease of a single process depart- 
ment or centre (in this instance foundry 
and assembly), in which direct labour, 
overhead, and production hours are a con- 
stant unchanging factor, will overhead, 
whatever the method of distribution, be 
similar. 

The great dissimilarity is that of the 
pattern shop, a specialist job which takes 
up much of the foreman’s time and against 
which 50 hours of direct labour are 
charged. The whole job, however, was com- 
pleted in the 35 hours, so it is obvious that 
distribution on a direct labour basis would 
be excessive. 

Again, there are jobs as well as processes 
against which intermittent labour is neces- 
sary, planned to fit in with the balance of a 
production schedule. Those jobs can be 


very profitable if the amount and method 
of allocation has been so analysed that-bur- 
den is not charged incorrectly. 

In the case of sub-assembly J1, Processes 
1 and 2, it will be noticed that the overhead 


allocations to direct labour are similar 
amounts. This again emphasises how mis- 
leading such a method is. Distributing by 
means of machine hours gives a difference 
in process 1 of £63/8/4, and process 2 of 
£35/16/3. 

The difference between these two figures, 
ie. £27/12/1, is the only reliable mean. 
That amount denotes that process 2 has 
more overhead charged against it purely 
because a milling machine is a more ex- 
pensive machine to run than a shaper. The 
amounts £187/17/11 bear no relationship 
to a figure acceptable as a just apportion- 
ment, as it matters little what wages are 
chargeable directly to the job. Provided 
those wages are proportionate to the total 
wages payable in the shops, the only figure 
which will differ is the percentage which 
overhead will be to direct wages. 
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If, for instance, direct wages, foundry, 
were £1036/7/4, direct wages would in the 
example be £14/4/2. As the percentage of 
direct labour to be added as overhead 
would be not 519% but 2594%, overhead 
would still be £36/17/3. 

The same applies to the machine shop, 
and proves the utter futility of the method 

Overhead distributed upon any percen- 
tage basis defeats the whole reason for the 
existence of standard costs and standard 
process costs, unless the very processes and 
centres of production have a definite pro- 
portion of direct wages and overhead allo- 
cated to them. 

in other words, if, taking the ease of the 
shaper, machine shop, the standard rate 
per hour were divided by the hourly rate 
per hour of all direct labour to obtain the 
percentage which the one bore to the other, 
then that percentage applied to the direct 
labour chargeable would give the same re- 
sults as overhead obtained by using the 
machine or labour/hour method. 

This reasoning only proves that the 
machine or labour hour method is the only 
true method. Any other method, however, 
can be right provided it gives the same 
answer; but then, after all, it is only a 
complicated caleulation to achieve results 
which can be obtained much more simply 
and does not distinguish fixed from vari- 
able expense. 

In practice the two results very rarely 
agree, and the reasons as set out in the 
example are obvious, mainly, dissimilar 
wage rates distributed over the machine 
shops as a whole. 

Upon further analysis of the various 
processes and centres contained in the ex- 
ample, it is evident that all types of pro- 
duction can be intermingled. Any one of 
the processes set out could quite as simply 
be an order for mass production of a single 
product, single process job, the only con- 
trolling factor being the production 
schedule. With that standard schedule and 
full budgetary control, total standardisa- 
tion is achieved and can be maintained. 


(To be continued) 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


PUBLISHED ACCOUNTS 


Interest in the form and content of pub- 
lished accounts continues unabated in the 
United Kingdom and U.S.A. A subject 
such as this has naturally many facets, but 
much of the controversy, at least so far as 
the balance sheet is concerned, depends 
upon viewpoints. 

There are, in fact, two main schools of 
thought regarding the purpose of the bal- 
ance sheet, with many varying shades of 
opinion within each school. Broadly, one 
school looks upon the balance sheet as an 
account of stewardship; the other looks 
upon it, as in part at least, a statement of 
financial obliga‘: and available re- 
sources. 

E. H. Davidson, in The Accountant, 
20 January, is an outright adherent to the 
stewardship school. He maintains, with 
some vigour, that published accounts 
should answer two questions: Where have 
you put all our money? and What are you 
earning with it? The balance sheet as a 
whole, he contends, is failing to serve a 
useful purpose, since its whole construc- 
tion is based upon illogical reasoning. But 
it can be revised and turned into a useful 
member of the community of statistical 
statements if the ‘‘valuation’’ view is 
abandoned altogether and the statement is 
made a complete statement of all invest- 
ment, with assets of all kinds expressed in 
consistent terms. Writing off assets is 
tantamount to suppression of information. 
Original cost is the proper basis for bal- 
ance sheet statement of all assets, even in- 
eluding book debts, though in the case of 
book debts it might be simpler to regard 
them as cash assets. 


This view naturally leads to unorthodox 
opinions as to the balance sheet figures for 
assets which at present are stated in other 
terms. Fixed assets should be stated at 
original cost; provisions for depreciation 
are hypothetical, and should not be de- 
ducted from the asset, but shown as ‘‘re- 
tentions of income for the maintenance of 
the business.’’ This applies also to ‘‘re- 
serves’’ for increased cost of replacement. 


Goodwill, patents, ete., should also be 
shown at original cost and not written off 
unless they have been sold or have ceased 
to exist. There is no justification either for 
writing down investments. 

As to stocks, again original money cost 
is the only logical basis; like provisions for 
depreciation, provision for loss on sale of 
stock and ‘‘reserves’’ for increased cost of 
stock replacement are ‘‘retentions of in- 
come.’’ 

The statement of share capital should 
show how share capital has been built up, 
and in particular should distinguish be- 
tween cash subscription and capitalized 
profits. 

Reserves should be described as ‘‘re- 
tained profits,’’ and the distinction be- 
tween capital and revenue reserves is illu- 
sory; the real distinction is between those 
reserves which are intended to be perman- 
ently retained and those which represent 
deferment of payments to shareholders. 

As might have been expected, the article 
provoked sharp rejoinders in subsequent 
issues of The Accountant, and Mr. David- 
son was not behind-hand in joining issue 
with his critics. 

In The Accountant, 3 February, Roland 
Bird examined the use of published ac- 
counts from the standpoint of an economic 
journalist. This is the second of a series 
of four articles on published accounts. The 
first, written from the standpoint of an 
investor, appeared in the issue of 16 De- 
cember ; the third, from the standpoint of 
a creditor, is to appear later ; and the series 
is to be concluded by a summing-up by an 
accountant. 

Mr. Bird’s article gives an interesting 
summary of the results of balance-sheet 
analysis by The Economist. It goes on to 
examine the merits and the inadequacies 
of the modern published balance sheet. The 
typical balance sheet nowadays makes 
plain the change in net current assets, but 
is much less informative on the question of 
fixed equipment, what has been spent on 
it, and what ought to be spent on it in 
future. 
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There is no real distinction between cur- 
rent and fixed assets except that one type 
lasts longer than the other. Mr. Bird, 
paraphrasing part of the recommendations 
on accounting principles of the Institute of 
Chartered Accountants in England and 
Wales, says that current and fixed assets 
both ‘‘have the fundamental characteristic 
that they are not held with the object of 
earning revenue.’’ (Incidentally, this is 
balm to the soul of the present reviewer : 
see The Australian Accountant, March 
1951, pp. 81-92.) 

Nor is there any real distinction between 
the necessity to maintain current capital 
and the necessity to maintain so-called 
fixed capital. 

The accounting conventions that have 
served so well in the past have been based 
on the implicit assumption of stable money 
and prices. This assumption is not valid 
in present circumstances, and the author 
makes a critical examination of the Insti- 
tute’s recommendations regarding replace- 
ment of fixed assets. 


The article concludes with eight sugges- 
tions for improvement of published ac- 


counts. These are :— 

(1) There should be a clear statement 
of the amount spent on new fixed 
assets, either for replacement or ex- 
pansion, in each accounting period. 
The basis of valuation of stocks 
should be clearly stated; the LIFO- 
FIFO argument should be settled 
once for all—in favour of LIFO. 
Accountants ought to be searching 
their hearts whether orthodex ac- 
counts justify the usual certificates 
as to the truth and fairness of pub- 
lished accounts. 

It ought to be possible to give in 
each set of accounts some indication 
of the effect of rising prices on 
profits. 

It ought to be possible to give some 
indication of the deficiency, if any, 
between amounts charged for depre- 
ciation and set aside for additional 
costs of replacement and total ex- 
penditure that would be incurred in 
maintaining fixed capital intact: 
this could be done by way of mem- 
orandum. 
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(6) Some serious attention should be 
given to the treatment in published 
accounts of initial depreciation al- 
lowances; it is suspected that they 
have a distorting effect on published 
profits. 

There is still room for greater stan- 
dardization of presentation. 

(8) Total turnover and costs of goods 
sold should be disclosed. 

In the Canadian Chartered Accountant. 
February, Sidney G. Winter 
modern developments in financial state- 
ments from the standpoints of adequate 
disclosure, need for more information, and 
departures from conventional form. As 
examples of defects, he points to meaning- 
less comments, such as the statement that 
assets are valued ‘‘at cost or at valuation, 
less adjustments’’; to the inadequate in- 
formation usually given as to depreciation 
provisions; the common failure to provid 
analyses of changes in reserves; mixed 
groups of reserves; and common classifiea- 
tion of true credits as negative debits, as 
in the deduction from expenses of a profit 
on the sale of equipment. 

In the United States there has been for 
a long time hot controversy between those 
who hold the view that a periodical income 
statement should bring to account as in- 
come all items of profit and loss recognized 
during the period and those who maintain 
that extraordinary or unusual items should 
be excluded from the figure described as 
net income. A particularly interesting as- 
pect of the controversy has been apparent 
conflict between the views of the Securities 
and Exchange Commission and those of 
the American Institute of Accountants. 
This raises rather sharply the important 
question whether accounting standards 
should be voluntarily accepted or imposed 
by regulation. In the Journal of Account- 
aney, February, Carman GQ. _ Blough, 
formerly chief accountant of the S.E.C. 
and now director of research for the Insti- 
tute, discusses the acecountant’s problems 
arising from a recent revision by the 
S.E.C. of one of its regulations. Mr. 
Blough, after comparing the revised regu- 
lation with research bulletins issued by the 
Institute, concludes that there is no con- 
flict now between the two authorities on 
the question of treatment of abnormal 
items of profit or loss, but that there is still 


discusses 
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conflict on the question of the description 
to be given to the final figure of the income 
statement, after all items of profit or loss 
have been brought in. He thinks that this 
conflict may necessitate revision of the 
Institute’s bulletin. 

Two other articles on the subject of pub- 
lished accounts deserve special mention. In 
Accounting Research, July, John R. Lane, 
in a lengthy article, profusely illustrated 
by specimens of attractive American ac- 
counts and visual-aid presentations, com- 
pares American accounting reports with 
typical British reports. He thinks that the 
impression gained from typical British re- 
ports is one of ‘‘onerous necessity, of 
annual titivation around a_ stereotyped 
framework.’’ There is an art in telling 
facts and in choosing telling facts, which 
has not yet been applied to British finan- 
cial reports. By comparison with Ameri- 
can models, they are overloaded with detail 
and have ‘‘an untidy, unwieldy and rather 
repulsive look.’’ On the other hand, British 
auditors’ reports have little difference in 
meaning from those used in U.S.A., and in 
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this respect the British accountant has 
nothing to learn from the American pro- 
fession. 

The other article is in two parts, in Ac- 
countancy, February and March. In this, 
Professor W. T. Baxter writes on ‘‘The 
Study of Balance Sheets.’’ He thinks that 
technical readers are now fairly well 
eatered for; future developments will 
probably be in the direction of greater 
clarity and more information, particularly 
in revenue accounts. As to form, he pre- 
fers the one-sided form for both balance 
sheets and profit and loss accounts; and 
he makes the revolutionary suggestion 
(which will doubtless send a shudder 
through more conservative accountants) 
that, if the two-sided form of balance sheet 
is retained, assets would be more logically 
placed on the left-hand side. 

Interesting comments are made also on 
the use of a combined directors’ report and 
profit and loss statement, the classification 
of reserves as capital and revenue reserves, 
no-par-value shares, analysis of balance- 
sheet changes, and the uses and limitations 
of ratio study. 


ACCOUNTING THEORY, EDUCATION, AND RESEARCH 


Writing in Accountancy, February, 
K. W. Bevan deals with ‘‘The Structure 
of Industrial Accounts,’’ including the 
whole accounting system and all the ac- 
counting statements prepared for any pur- 
pose. In the past, he says, we have been 
too much concerned with parts of the sys- 
tems and have neglected the whole. All 
accounting statements—those relating to 
stock, costs, tax returns, statements for 
management at various levels, as well as 
the annual statements—should be fitted 
into the double-entry system, which is 
much more than an arithmetical device. 

In the Accounting Review, January, 
Gay Carroll discusses ‘‘Some Challenges to 
Accounting.’’ The challenges are :— 

(a) To resolve controversial accounting 
issues and exert a favourable influ- 
ence over the thinking of business 
management, labour, and the public 
in, the interpretation of the financial 
results of business operations. 

To improve the objectivity, com- 
parability, ease of understanding, 
and public confidence in financial 


reports and to develop special re- 
ports for dealing with special prob- 
lems such as wage controversies or 
dividend considerations. 
To develop cost-finding methods 
that will be sensitive to changing 
business and economic conditions 
and will provide the basis for timely 
operating decisions. 
To eliminate contradictions and 
lack of comparability in financial 
reports lest we have standardization 
thrust upon us. 
To find more economical ways of 
doing accountancy and clerical 
work. 
To develop to the fullest degree all 
the personal characteristics that 
mark the professional man—integ- 
rity, resourcefulness, initiative, en- 
thusiasm, tact, poise, and dignity. 
The response of accounting so far to 
these challenges has been disappointing. 
Several examples are given of lack of 
agreement and contradictions in ‘‘general- 
ly accepted accounting principles.’’ There 
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has been lack of intelligibility of account- 
ing reports, as a result of lack of imagina- 
tion in their manner of presentation, and 
lack of adequate and meaningful termin- 
ology. The full potentiality of accounting 
as a tool of management has not been de- 
veloped. 


Remedies suggested are the formation 
of a national committee on accounting, 
more and better-organised research, and a 
shift of emphasis in education from purely 
formal teaching to a combination of teach- 
ing and practical experience. 


David Solomons, on ‘‘The Universities 
and the Accountancy Profession,’’ in the 
Accountants’ Journal (London), Febru- 
ary, describes the origins and growth of 
the-scheme whereby, five years ago, most 
of .the universities and university colleges 
of -England and Wales began to co-operate 
with the accountancy profession by organ- 
ising degree courses which include account- 
ancy’as a major subject. An attempt is 
made at a provisional judgment of the suc- 
cess of the scheme. 
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Measured by numbers of students, pro- 
gress has been slow, but with a return to 
more normal conditions of entry into the 
universities applications for admission 
have shown a distinct increase. 

The intake last October was 120; the 
number following ‘‘approved’’ courses is 
about 350. 

Mr. Solomons believes that it is by co- 
operation with economists that teachers of 
accounting can get their subject firmly 
established in the universities. Narrowly 
professional studies are best left to others. 
‘‘Properly presented accounting does not 
have to be apologized for as a university 
subject.’’ The scheme is a ‘‘soundly con- 
ceived instrument.’’ When everyone intel- 
lectually equipped to profit from univer- 
sity study will find a place at one of the 
universities, it is nothing less than a ques- 
tion of survival for the accountancy pro- 
fession that it should be able to attract 
graduates in substantial numbers, for the 
former flow of talent direct from school to 
office will have been diverted to the uni- 
versity. 

There are valuable fruits, also, to be 


gathered from research in the universities. 


ACCOUNTING AND INFLATION 


Like the discussions about form and con- 
tent of published accounts, controversies 
about accounting for inflation are still 
raging. In The Accountant, 6 January, 
A. A. Pakenham-Walsh, on ‘‘ Fixed Assets: 
Accounting to Maintain the Productive 
Level of Industry,’’ maintains that there 
is an urgent need to review the conven- 
tions on which profits are computed, and 
to reconsider methods of financing pur- 


chase of new fixed assets. Revaluation is 
not the answer: it is valid at a fixed 
moment of time only. The price-index 
method is a means of continuous revision. 

What is really important is recovery, out 
of each year’s income, of the asset values 
(at replacement cost) used up in produe- 
tion. Financing replacement is then a 
matter of skilful investment of the funds 
recovered. 


GOVERNMENT ACCOUNTS AND SOCIAL ACCOUNTING 


Accounting Research, January, has three 
particularly interesting articles: one on 
‘“‘The Form of Government Accounts,’’ by 
A. A. Garrett (whose visit to Australia in 
1949 is a cherished memory for many Aus- 
tralian accountants) ; one on the same topic 
by W. B. Reddaway; and one on ‘‘ Alterna- 
tive Presentations of the Social Accounts,’’ 
by H. C. Edey and A. T. Peacock. 

Mr. Garrett’s article is an analysis of 
the report of June 1950 of a committee ap- 
pointed in 1947 to examine and report 


upon the form of the Government accounts 
in the United Kingdom. Mr. Reddaway’s 
is a more critical comment on the report, 
with particular reference to the question 
whether government accounts should be 
kept on the cash basis or the income and 
expenditure basis. 

The article on the social accounts des- 
cribes two methods—tabular and graphic— 
ef presentation of the social accounts of 
the United Kingdom for 1949. The graphic 
representation is particularly interesting; 
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Current Problems—continued 
it would serve as an excellent introduction 
to the study of social accounting, the flow 
of national income. 

Accounting Research has evidently filled 
a need in the United Kingdom. In the two 
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years in which it has been in existence its 
half-yearly issues have been packed with 
interesting and valuable thoughts. Those 
who wish it well (and who does not?) will 
rejoice to learn that in future it is to ap- 
pear quarterly. 


COST ACCOUNTING AND RELATED TOPICS 


Several valuable articles in recent issues 
of the overseas journals should be noticed. 
In the Cost Accountant, February, there is 
a useful discussion by W. lL. Withers of 
various methods of cost treatment of scrap, 
waste, by-products, and joint products. 
The article is illustrated by a case study of 
problems in by-product costing. 

F. Clive de Paula, in the Cost Account- 
ant, March, examines problems in ‘‘ Bud- 
geting Outputs for Standard Costs.’’ 

There are no hard and fast rules; cir- 
cumstances govern the selection of types 
of standards and of concepts of capacity. 
The choice between ideal, basic, expected, 
actual, and normal capacity standards is 
diseussed. Most standard cost procedures 
are based on normal capacity. 

Interesting comments are also made on 
the treatment of costs and idle plant, 
sterile plant (plant which is more or less 
permanently idle), anc snecial-purpose 
plant. 

R. M. Kay, in The Accountants’ Journal 
(N.Z.), January, in an article entitled 
“Budgets and Budgetary Control in In- 
dustry,’’ discusses a variety of considera- 
tions: the advantages of budgets; require- 
ments for budgeting; the budget period; 
how many budgets are needed; the specific 
requirements for budgets of sales, sales ex- 
pense, production, factory expense, ad- 
ministration expense, cash, and the master 
budget; and static and flexible budgets. 

Distribution costs come in for one of 
their comparatively rare examinations in 
an article entitled ‘‘What do Distribution 


Costs Cost You?’’ by C. B. Taylor, in Cost 
and Management (Canada), January. 

This is a case study of distribution-cost 
analysis and control, applied in a small 
business. It is pointed out that, according 
to Professor Maleolm MeNair, of Harvard, 
Macy’s (New York) distribution cost rose 
between 1890 and 1930 from 13.6 per cent 
of sales to thirty per cent; between 1920 
and 1940 production cost was reduced by 
one-third, while wages increased by forty 
per cent. 

The same results would probably not be 
possible in control of distribution costs, 
but something could undoubtedly be done 
by the use of the approach which has been 
so successful in the production field. 

Methods used in the case examined in- 
clude: ascertainment of costs per order; 
customer classification, by annual volume, 
potential volume, credit rating, ete.; and 
selective selling based on customer classi- 
fication. 

In Accounting Research, January, David 
Solomons briefly describes the application 
of break-even chart technique to graphic 
ascertainment and presentation of stan- 
dard cost variances for materials and over- 
head. 

Other useful articles, of a more technical 
nature, are Alexander W. MacDougall, 
‘Cost Accounting for Ice Cream Com- 
panies,’’ in the Canadian Chartered Ac- 
countant, February; and ‘‘Some Problems 
of Budgetary Control in the Pulp and 
Paper Industry,’’ by Frank E. Wood, in 
Cost and Management (Canada), January. 


OTHER TECHNICAL ARTICLES 


‘‘Accounting for Small Law Offices,’’ by 
John O’Neill, in the Canadian Chartered 
Accountant, January, is a description, 
with many specimen ruliags, of the records 
a lawyer should keep, and what to record 
in them. 


In the same journal for February, Eric 
W. Wally discusses ‘‘Accounting and 
Auditing Aspects of a Moving Picture 
Theatre Chain,’’ This is a particularly in- 
teresting article, with several examples of 
forms and a flow chart showing the ac- 
counting procedure. 
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DEPRECIATION 


In The Accounting Review, January, 
there are two short articles on deprecia- 
tion. 

In U.S.A. and Canada there has recently 
been a swing from the straight-line method 
to the diminishing-balance method. J. D. 
Campbell contends that this change has 
been accepted without too much question, 
and that examination of the factors in- 
volved—pure depreciation, repair costs, in- 
terest expense, and interest income—sug- 
gests that, in circumstances in which each 
period receives equal value of service from 
an asset, straight-line is the logical method. 


The other article, by Fred Weber, takes 
the stand that all ‘‘reserve’’ accounts are 
‘*restrictions on assets’’: a ‘‘reserve’’ for 
depreciation restricts or withholds from 
ownership equity a portion of the increases 
in new assets acquired by earning income. 
The restriction is for the purpose of finane- 
ing replacement. 

All restrictions on current assets should 
be shown as deductions from current 
assets; all restrictions for financing re- 
placement should be in one account only, 
and should be shown as a deduction from 
total assets. 


STOCKS IN TRADE 


One of the practical difficulties associ- 
ated with the LIFO method of accounting 
for stock is the clerical work involved. An 
article by Leon M. Nad, in the Journal of 


Accountancy, February, describes how 
price-indexes may be used to reduce this 
clerical detail. Such methods are now ae- 
cepted for tax purposes in U.S.A. 


AUDITING AND INTERNAL AUDITS 


In the Canadian Chartered Accountant, 
February, an English accountant, H. A. 


Benson, discusses ‘‘ Modern Auditing Tech- 
nique.’’ 

There has been a change in attitude in 
recent years: emphasis in auditing is now 
on disclosure in published accounts and on 
ensuring that published accounts present 
a true and fair view. Fraud, from the ex- 
ternal auditor’s point of view, is now fraud 
by misrepresentation rather than by theft. 

The éffects of this changed attitude on 
audit procedure are :— 

(a) much greater reliance on internal 

cheek ; 

(b) elear written audit programmes ; 

(ec) a considerable reduction in perecen- 

tage tests or checks; 

(d) more thorough examination of selec- 

ted items ; 

(e) a tendency to rely on visual inspec- 

tion more than in the past; 

(f) a new approach te verification of 

stock and work-in-progress ; 

(g) consideration of the materiality of 

particular items; and 

(h) elose verification of compliance of 

the final statements with the Com- 
panies Act. 

Audit reports are also under critical 
scrutiny. Jennie M. Palen, in the New 


York Certified Public Accountant, Febru- 
ary, finds many faults in them: of style, 
grammar, punctuation, incorrect use of 
words. For the auditor the five C’s of 
business English are important—clearness, 
correctness, conciseness, courtesy, and 
character; a sixth should be added—cau- 
tion. 

‘““To recast a certain number of sen- 
tences so that we will not be the first word 
in thirty per cent of them; to find interest- 
ing variants for the ubiquitous this item, 
this amount consists of the following, ete.; 
in short, to make the comments sound as if 
they had been written out of the warmth 
of our own thinking and not from last 
year’s copy, is one of the toughest jobs in 
report writing.’ 

In something of the same vein, Robert 
G. Koeppel, in the Canadian Chartered 
Accountant, March, discusses the technique 
of preparing the text or comment portion 
of a ‘‘long-form”’ audit report. He stresses 
the desirability of neat and orderly ar- 
rangement, suggests an order of contents, 
and comments on audit procedure under 
each heading in a typical report. 

In Accounting Research, January, 
Lawrence L. Vance explains an application 
of the theory of probability to the deter- 
mination of the size of samples for test- 
checking. 
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Current Problems—continued 

Internal auditing is rapidly widening its 
scope. Harold W. Joyner, in Cost and 
Management, February, describes its con- 
structive as well as its protective fune- 
tions. The modern internal auditor, by 
surveys, studies, and observations, notes 
ways and means by which procedures, 
routines, and internal checks may be im- 
proved, strengthened, or made more effec- 
tive. 

J. O. Davies, Chief Internal Auditor, 
National Coal Board, in The Accountant, 
6 January, describes internal auditing as 
a tool of management. Its functions in- 
elude :— 

(a) verification of the accuracy and in- 
tegrity of the financial and account- 
ing records and of the related re- 
ports and statistics emanating there- 
from; 
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(b) ascertainment that standard ac- 


counting practices of the organisa- 
tion are being adhered to; 
ascertainment that there has been 
proper authority for the acquisition, 
retirement, and disposal of the 
assets of the organisation ; 
ascertainment that liability has 
been incurred only in connection 
with the legitimate operations of the 
organisation ; 


prevention and detection of fraud; 


special investigations for manage- 
ment ; 

examination of the protection af- 
forded to assets and the propriety 
of their use; and 


(h) acting as a clearing house or con- 


duit for new methods. 


ACCOUNTANTS’ LIABILITIES 


An interesting question is raised and 
discussed by F. B. Reynolds in The Ac- 
countant, 13 January. This is whether an 
accountant is protected by an accountant’s 
indemnity policy against claims arising 
while acting under power of attorney. 

The question cannot be settled by a 
straight yes or no. The usual policy word- 
ing covers claims arising out of conduct of 
any business by an accountant in his pro- 
fessional capacity. 

Acting under power of attorney is now 
so common that it is probably part of pro- 
fessional practice. 

But the type of claim is most important, 
and the exact circumstances must be con- 
sidered. 

The article also mentions the problem 
whether an accountant’s indemnity policy 
indemnifies him against costs incurred in 
defending charges of breach of trust, 
fraud, or breach of law. If proved inno- 
cent, the accountant is not necessarily 
covered against the cost of his defence. The 
questions involved in the discussion are in- 
tricate, and for a full understanding the 
whole article should be read. 

The addresses of journals referred to in this 
article are as follows:— 

Y.B. new address— 
The Accountant, 
4 Drapers Gardens, 
Throgmorton Avenue, 
London, E.C.2, England. 


The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, 
Ontario, Canada. 


The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, 
N.Y., U.S.A. 


Accounting Research, 
Bentley House, 
200 Euston Road, 
London, N.W.1, England. 


Accountancy, 
Incorporated Accountants Hall, 
Temple Place, 
Victoria Embankment, 
London, W.C.2, England. 
The Accounting Review, 
450 Ahnaip Street, 
Menasha, 
Wisconsin, U.S.A. 


The Accountants Journal (London), 
22 Bedford Square, 
London, W.C.1, England. 
The Cost Accountant, 
63 Portland Place, 
London, W.1, England. 
The Accountants Journal (N.Z.), 
York House, 
Lambton Quay, 
Wellington, C.1., N.Z. 


Cost and Management, 
66 King Street East, 
Hamilton, 
Ontario, Canada. 
The New York Certified Public Accountant, 
677 Fifth Avenue, 
New York 22, 
N.Y., U.S.A. 
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INTERNATIONAL CONGRESS 
ON ACCOUNTING 


LONDON — 1952 
suming the congresses was aiscussed by 


An international congress on accounting 
representatives of American, Canadian, 


is a major event in accountancy circles 


throughout the world. It demonstrates the 
universal nature of the fundamental con- 
cepts underlying the recording, classifying, 
presentation, and interpretation of ac- 
counting data. It also provides accoun- 
tants from all parts of the world with an 
opportunity to study trends and objectives, 
to compare standards and procedures, to 
exchange opinions, and to discuss how the 
accountant can best serve the industrial, 
commercial, and financial interests of the 
world, as well as the governments of the 
nations. 

Another important objective of an inter- 
national congress is to unify and co-ordin- 
ate accountancy interests throughout the 
world. The first congress was held at St. 
Louis, U.S.A., in 1904. Many years elapsed 
before the second congress was held in 
Amsterdam in 1926. It was then con- 
sidered desirable that congresses should be 
arranged at intervals of three or four 
years. So a third congress was held in New 
York in 1929, a fourth in London in 1933, 
and a fifth in Berlin in 1938. Then World 
War II intervened. The possibility of re- 


Sponsoring Bodies 


and English institutes in 1947. Whilst it 
was thought to be too early to move defi- 
nitely in the matter, arrangements were 
made for an interchange of information re- 
garding activities and services of account- 
ing bodies of the respective countries. This 
was carried into effect, and, as a result, 
much useful information has reached Aus- 
tralian bodies. The Sixth International 
Congress, to be held in London, will fur- 
ther consolidate the relations between ac- 
counting bodies throughout the world and 
will give additional emphasis to the univer- 
sal character of accounting. 

Australian accountants have attended 
international congresses held in the past. 
No doubt speedier means of communication 
will enable more of them to do so in the 
future. Possibly, therefore, there will be 
a good representation at the congress to be 
held next year. The following communica- 
tion, received from the secretary, sets out 
particulars of the congress and extends an 
invitation to members of the Common- 
wealth Institute who are likely to be in 
London in June to attend. 


The Society of Accountants in Edinburgh 
The Institute of Accountants and Actuaries in Glasgow 
The Society of Accountants in Aberdeen 
The Institute of Chartered Accountants in England and Wales 
The Institute of Chartered Accountants in Ireland 
The Society of Incorporated Accountants and Auditors 
The Association of Certified and Corporate Accountants 
The Institute of Municipal Treasurers and Accountants 
The Institute of Cost and Works Accountants 
30 April, 1951. 


Dear Sir, 
The above societies of accountants in Great Britain and Ireland are the sponsors 


of the Sixth International Congress on Accounting, to be held in London from 16 
to 20 June 1952, and will act collectively as hosts. 
The provisional programme of events is as follows :— 
1952 MornNING AFTERNOON 


Monday, Service at West- Address of welcome 
16 June minster Abbey, fol- at Royal Horticul- 
lowed by tours of the tural Hall 
Abbey 


EVENING 





Reception 
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AFTERNOON EVENING 








Tuesday, First Session 


17 June 


(a) 
(b) 


Wednesday, Third Session 


18 June 


Jhursday Visits to 


19 June 
Friday, 
20 June 


(a) 
(b) 


Fitth Session 


Second Session 


various places 
of interest 


Theatre entertainment 
for delegates and visi- 
tors 


Fourth Session Banquet at Guildhall 
First tour of 

London for ladies 

of delegates and 

of visitors 

Dinuer parties 


Sixth Session Ball 
Second tour of 
London for ladies 
of delegates and 


of visitors 


The Council of the Congress has agreed that the following subjects shall be 


discussed :— 


1. Fluctuating price levels in relation to accounts. 
2. Accounting requirements for issues of capital. 

3. The accountant in industry. 

4. The accountant in practice and in public service 
) 


The incidence of taxation. 


It is proposed that the introductory 
papers on the above subjects shall be pre- 
pared by individuals selected by the Coun- 
cil and that, within the limits of the time 
available, as many as possible overseas ac- 
counting bodies shall be invited to nomin- 
ate representatives either to submit a short 
paper on one or other of the subjects or to 
participate in the discussions which will 
follow the introduction of the subjects. 

It is hoped to despatch copies of all writ- 
ten contributions in time to reach visitors 
to the congress before they leave their 
home countries for London. 

All official delegates and, subject to con- 
siderations of space, visiting members of 
overseas accounting bodies will be the 
guests of the sponsoring bodies at the 
events noted above. In other respects, how- 
ever, they will be required to arrange for 
and finance their stay in London. In this 
connection it is desirable that those coming 
from overseas should make their arrange- 
ments as early as possible, since hotel ac- 
commodation in London during the month 
of June is always in demand. ‘The staff of 
the Congress is already in communication 
with an ageney in regard to the reserva- 
tion of accommodation in hotels of varying 
grades, and is at the disposal of delegates 
and others in neel of help. 


The Council does not intend to make any 
distinction between official delegates and 
other overseas visitors, unless for lack of 
accommodation or other reasons a distine- 
tion becomes inevitable. The ladies of dele- 
gates and of visitors will be welcome at any 
or all of the social events to be arranged in 
connection with the congress, except in 
cases where the accommodation is strictly 
limited. 

I am accordingly directed by the Council 
to ask if you will be good enough to bring 
the congress to the notice of your members 
and to invite your society to nominate dele- 
gates. Should your society decide to accept 
this invitation, the Council will appreciate 
a reply, to reach me not later than 30 
November 1951, giving the names and ad- 
dresses of delegates and of others of your 
members who may wish to attend the con- 
gress. 

Yours faithfully, 
(Sg¢d.) Auan §. Maclver, 
Secretary. 

NOTE: Any member who plans to be in 
London in June 1952 and who would like 
to attend the congress is requested to in- 
form the General Registrar as soon as 
possible. 
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THE CLEARING HOUSE 


PROFITS ARISING FROM THE REVALUATION OF ASSETS 


This item for ‘‘The Clearing House’’ 
results from the trials and tribulations of 
a young colonial bookkeeper endeavouring 
to calculate ‘‘profits arising from the re- 
valuation of assets’’ in accordance with 
s. 44 (2)(b) (iii) of the Income Tax and 
Soctal Services Contribution Assessment 
Act 1936-1950. 

Profit (or ‘‘cop,’’ as my little brother 
calls it) is simply defined as the difference 
between selling price and cost price. Un- 
fortunately the calculation of profit in this 
instance is not so straightforward. Firstly, 
there must be a ‘‘valuation’’ before a ‘‘re- 
valuation’’ can be made. It is generally 
accepted that the ‘‘valuation’’ of an asset 
need not be a genuine estimate of value, 
but sufficient if it is a figure bona fide 
assigned in the company’s books immedi- 
ately prior to the ‘‘revaluation,’’ as repre- 
senting the value of the asset for the pur- 
pose of the company’s accounts. 

However, this ‘‘valuation’’ business be- 
comes really complicated when company 
A provides for the depreciation of an asset 
and shows the depreciation provision as a 
deduction from the cost price of the asset 
in its balance sheet, whilst company B, with 
an identical asset, writes off depreciation 
against the asset and shows the asset in its 
balance sheet at the depreciated figure. The 
Commissioner of Taxation has stated in 
the case of company A that ‘‘such pro- 
vision could most probably be used by the 
company for any purpose which is desired, 
and the creation of the provision would not 
necessarily represent a reduction in the 
value adopted by the company in respect 
of the material asset.’’ Now that makes it 
clear that, in the event of a profit arising 
from a revaluation of the asset, company B 
would have a decided advantage. However, 
the Commissioner followed on by saying, 
again in the case of company A: ‘‘ Whether 


the asset had, in fact, been valued at an 
amount below its cost price would depend 
upon the facts of the particular case.” 
Now all has gone black again! 

The question may be summed up as fol- 
lows: in caleulating the profit arising from 
revaluation under s. 44 (2) (b) (iii), should 
a company work from the cost price of the 
asset regardless of any provision for de- 
preciation or depreciation written off 
directly against the asset, or should the 
depreciated balance sheet figure be used as 
a starting point ‘‘valuation’’ for proceed- 
ing to the ‘‘revaluation’’ of the asset? 

Any person prepared to discuss this mat- 
ter is prohibited from pulling the wool 
over my eyes by introducing s. 59 (2) into 
the problem. 

The statements attributed to the Com- 
missioner of Taxation in the foregoing 
paragraphs were extracted from a letter 
written by that gentleman and addressed 
to the Taxation Institute of Australia, 
dated 21st December, 1950. 

A reading of the following took me fur- 
ther along the way to my present dilemma: 

(1) Dickson v. F.C. of T. (1940), 1 
A.LT.R. 515. 

C. of T. (N.S.W.) v. Henry (1941), 
2 A.I.T.R. 216. 

C. of T. (N.S.W.) v. Hardie Invest- 
ments Pty. Ltd. (1946), 3 A.LT.R. 
461. 

Chapter 6 of Principles of Income 
Taxation, by Dr. J. P. Hannan. 
‘‘Revaluation of Assets,’’ an article 
by R. A. Irish, at p. 16 of vol. 3, 
No. 1, of The Secretary in Australia 
and New Zealand, January, 1951. 
‘‘The Taxation of Company Div- 
dends,’’ an article by J. Coutts, at 
p. 42 of vol. 4, Part 1, of The Aus- 
tralian Accountancy Student, 
March, 1951. 


(2) 


RETURN OR REPAYMENT OF CALLS PAID IN ADVANCE 


Most textbooks side-step the question of or otherwise of repayment except in 


the correctness or otherwise of return or specific circumstances. 
repayment of calls paid in advance; others In a ease which recently came under 
are not particularly clear as to the legality notice, shareholders were invited to take 


(Continued on page 301) 
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The Clearing House—continued 

up an issue of shares on the basis of 5/- 
per share application and allotment money. 
In the letter offering the shares to share- 
holders, it was stated ‘‘ payment in advance 
may be made but the amount will not rank 
for dividend until called up by the 
Board.’’ Whilst the articles of association 
of the company in question refer to moneys 
paid in advance of calls, they do not speci- 
fically lay down whether or not the ealls 
must be regarded as capital, excluded from 
repayment. 


It seems to me that the crux of the situa- 
tion is whether calls in advance are actu- 
ally capital until such time as the company 
makes a further call under which the calls 
in advance then become capital. It is, of 
course, a well known axiom of company 
law that capital cannot be repaid without 
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the sanction of the Court, but one wonders 
whether such a principle can be applied 
to the simple issue of moneys paid in ad- 
vance by a shareholder who knows full well 
that he will not receive dividends nor in- 
terest and merely wishes to pay the money 
over so that he may forget the matter for 
the future, knowing that in due time, when 
the company finally makes a eall, the 
amount he has paid in advance will then 
be credited to his share account. 

I do not think the matter can be sum- 
marily dismissed as a simple issue as, ap- 
parently, some at least of the textbooks are 
silent on the matter and others are uncer- 
tain. It would perhaps be of interest to a 
fairly wide circle of readers if the matter 
could be very fully discussed in The Aus- 
tralian Accountant. 


Brisbane. CoMPANY SECRETARY. 


“WINDING UP” OR “LIQUIDATION” ? 


The Companies Act 1938 of the State of 
Victoria contains some curious inconsis- 
tencies on the subject of winding up. In 
earlier Acts, the close of a company had 
been referred to as a winding up, and the 
process had been termed winding-up pro- 
ceedings. The word ‘‘liquidation’’ was re- 
stricted in the previous statutes to the ad- 
dition which had to be made to the name 
of a company during the process of wind- 
ing up. 

When Acts of parliament contain pal- 
pable errors of expression, they are gen- 
erally corrected by a Statute Law Revision 
Act. Inevitable small irregularities of 
syntax are tidied up by this means. Ac- 
countancy is renowned for the paucity of 
its technical terms and sometimes even the 
statutes under which accountants work 
contain poor terminology or confused dic- 
tion. 

In the first proviso to s. 17 (1) (a) (iii) 
we learn that the words ‘‘in liquidation’’ 
must appear within brackets. But in 
s. 281 (1), the words should be used with- 
out brackets. Of course, nobody has ever 


worried about this, but why should the in- 
consistency remain? 

The colloquial ‘‘liquidation’’ has crept 
into the verbalism of other sections dealing 
with winding up. Section 264 refers to 
‘‘winding up’’ in sub-s. 1, to ‘‘liquidation”’ 
in sub-s. 8, and reverts to ‘‘winding up’’ 
in sub-s. 9. In s. 265, the term winding up 
is discarded and the word liquidation is 
substituted. Section 284 (1) is a veritable 
hotchpotech; winding up appears twice, 
liquidation once in the one sentence. If 
the legislature intended to bring out some 
shade of difference in the terms, this could 
have been set out in the definitions. But 
neither term is defined in the Act. 

Truly the nomenclature of accountancy 
is poverty-stricken. Engineers, surgeons, 
lawyers, and others have created terms 
many of which, in time, have become dic- 
tionary words. Accountants have worked 
in reverse; they have chosen dictionary 
words and have endeavoured to assign 
specialised meanings to them. 


Melbourne. ** Artic.’’ 


Have you anything to clear? 
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AUSTRALASIAN INSTITUTE 
OF COST ACCOUNTANTS 


EXAMINER’S REPORT ON FIRST PAPER — MARCH, 1951 


Sixty-one candidates sat for this Paper. 
Twenty-five passes were earned. One can- 
didate secured ninety marks, ten earned 
between seventy and eighty per cent, while 
fourteen received the bare pass percentage 
of sixty-five. This result was most disap- 
pointing—only 40% of candidates passing. 

Generally speaking, the major cause of 
this result was ONCE AGAIN the failure 
of candidates to answer the questions 
asked. Question 2 on this paper was a 
glaring example where more than half the 
candidates did not answer the question 
asked. 

Presentation of the work was generally 
good, but there were a number of ex- 
tremely bad cases and too many candidates 
took little or no trouble over the presenta- 
tion of the diagram asked for in Question 
1. 

A detailed analysis of marks awarded 
showed :— 

90-100 marks 1 candidate 

80- 89 __sé=, Nil 

70-79 =, 10 candidates 

60- 69 14 “ 

50- 59 21 va 

40- 49 9 sa 

30- 39 % a 

20- 29_—s=», 2 " 
Under 20 ,, 1 candidate 

The average percentage of marks 
obtained in each question, the number of 
candidates who obtained a pass, and the 
number of candidates awarded over 95% 
in each question were :— 

Average Number 
Question Percentage obtaining 


Number Marks 65% 
Obtained or better 


53% 23 Nil 
55% 27 
65% 35 
49% 14 
65% 41 
54% 22 


Number 
obtaining 
95%-100% 


Full Paper 57% 25 


Two questions only resulted in an 
average pass being obtained. Questions 3 


and 5 were given the best treatment, while 
Question 4 was accorded the poorest 
answers. 

Detailed comments on the six ques- 
tions : 


QUESTION 1.—‘‘Prepare a diagram to 
show the movement of costs through the 
records of a factory which sells its own 
production.’’—15 marks. 


The flow-chart type of diagram suited 
this question, and many candidates used 
it. Full marks were not awarded, because 
those candidates with the complete move- 
ment of costs data presented it in poor 
shape, while those who prepared really 
good diagrams made bad mistakes or were 
lacking in their data included in the chart. 

Twenty-three passes were awarded. 

Major faults in answering this question 
were :— 

1. Failure to prepare a diagram as 
asked. A number of candidates prepared 
a set of cost ledger accounts. 

2. Poorly-presented diagrams and un- 
tidy work. 

3. Omission of Selling and Administra- 
tive Expense and Profit and Loss Account. 
Many candidates used a General Ledger 
Control Account and transferred Finished 
Stock and Variances to that account. The 
question stated that the factory ‘‘sells its 
own production.’’ 

4. Omission of originating source of 
Cash or Voucher Register. Many candi- 
dates merely showed Material Labour and 
Expense into Work in Process then into 
Finished Goods, which then sent to Gen- 
eral Ledger Control Account. 

The examiner’s general impression of 
the answers to this question was that too 
many candidates failed properly to evalu- 
ate the requirements to earn fifteen marks 
and that more attention to the question 
would have earned passes for the large 
majority of candidates. 


Question 2.—‘‘ Describe the application 
of Cost Control in a large Retail Store.’ 
—15 marks. 
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Examiner’s Report—continued 

This question was not answered by a 
great number of candidates who started 
off on a description of the Retail Inven- 
tory Method of stock control and finished 
there. This was part of the answer only. 
Departmentalisation—cost centres—mater- 
jal control—labour control—expense con- 
trol—generally control through Budgets 
were all expected in a general answer to 
the application of cost control in a large 
retail store. 

This specialisation upon material con- 
trol only was the main fault in the answers 
to this question. Twenty-seven candidates 
passed in this question. 

QUESTION 3 asked candidates to state the 
circumstances in which they would favour 
each of two given approaches to the con- 
struction of a budget for a manufacturing 
business.—20 marks. 

Thirty-five candidates passed this ques- 
tion, and generally it appeared that most 
students knew this question. Principal 
causes of failure were incomplete answers 
and failure to state reasons for favouring 
each approach. 

Question 4.—‘‘Describe two kinds of 
savings which may be gained in connection 
with most introductions of mechanical 
plant. Which of these is of most import- 
ance to the Cost Accountant.’’—15 marks. 

This question received the poorest 
answers of all questions on this paper. 
Fourteen candidates passed, and only two 
received more than the bare pass of ten 
marks. 

The answer sought was, firstly, the 
initial saving when a new item of plant is 
placed in operation at well below its full 
capacity, and, secondly, the saving made 
when that item of plant is utilised to a 
greater extent and up to its full capacity; 
and it is the second saving that is of most 
importance to the Cost Accountant—re- 
ducing of idle capacity. 

Most candidates stated that the savings 
were firstly labour and secondly time, and 
then could not decide which of these—if 
they were different—was of more import- 
ance to the Cost Accountant. 

_ Many candidates restricted their think- 
ing to the replacement of some hand 
method by a machine method, and went 
far astray in reasoning. A number con- 
centrated upon unit costs from the 
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machine, and stated that a greater output 
ean generally be expected from a machine, 
but that it must never be introduced un- 
less it results in lower costs per unit of 
output. The greater output, if readily 
saleable, will frequently produce greater 
net profit even if unit costs from the 
machine are higher. 

The examiner has noticed in recent 
papers a tendency for students to overlook 


.the aspect of maximisation of net profits 


and to concentrate their thinking upon 
unit costs only. It is recommended that 
candidates carefully consider this particu- 
lar aspect. 

Some five or six candidates gave as their 
answer the saving earned from making 
costing easier by means of using a machine 
rate for both labour and expense. 

Question 5 asked for an enumeration of 
the Cost Accountant’s duties or respon- 
sibilities in regard to the Factory Payroll 
in given circumstances.—15 marks. 

This question was the best answered one 
of the six. Forty-one candidates passed 
and six received full marks. 

The main fault was a mis-reading of the 
question and candidates dealing with the 
Cost Acecountant’s duties in regard to cost 
records rather than with those covering 
the safeguarding of the payroll and the 
various internal checks which should be in 
operation in the circumstances stated in 
the question. 

QUESTION 6.—‘‘Describe four measures 
of Dispersion.’’—20 marks. 

Twenty-two candidates passed and eight 
of these obtained the full marks. Main 
faults were: 

1. Describing four averages instead of 
methods of dispersion, and most 
candidates did this. 

Errors in caleulating the Quartile 
Dispersion. 

Failure to comment on the relative 
advantages of each of the four. 

GENERAL REMARKS.—This paper was 
most disappointing in its results. It was 
evident that most candidates should have 
passed had they treated the paper with 
more care. 

The mis-reading of questions arises at 
each examination, and it frequently ap- 
pears that candidates have been carried 
away with the subject used as the intro- 
duction to an answer to a question. 
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Examiner’s Report—continued 


Students should take care to read the 
question carefully and check against the 
question both during and after completion 
of the answer. 
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The writing and presentation of work 
showed a marked improvement over recent 
examinations, but a great deal is still to 
be desired in presentation of an orderly 
answer and particularly of graphs or 
charts. 


EXAMINER’S REPORT ON FINAL COSTING — SECOND PAPER 
MARCH 1951 EXAMINATIONS 


The following analysis of the marks 
obtained by candidates who submitted 
answers to this paper reveals that half of 
them failed. 

Under 45 marks a: 2 
45-54 marks ea ee 


55-59 oe ae 9 


” 


9 


60-64 bt Se aie SS i 
—30) 
65-69 ede ak a 
70-74 a SR a 6 
75-79 oo  arronggiee 5 


80 and over ay: 6 


9 
v 


61 
The average percentage of marks 
obtained for each question and the number 
of candidates who passed in each 
question were as follows: 


vere 


No. of 
‘andidates 
Maiks Awarded 
Obtained Pass 
20 11.28 24 
25 16.15 36 
35 18.92 20 
20 54 


Question Marks Average 


No. Allotted 


Full Paper 100 3. 31 

QUESTION 1 called for a standard cost 
to be compiled from information supplied. 
The answers were disappointing. Those 
who passed answered the question well, 
but the majority had only a vague idea 
how to provide for either the cost of the 
product scrapped at operation No. 2 or the 
cost of the rejects on transfer to Despatch. 

Some candidates spent a considerable 
amount of time on complex mathematical 
calculation (instead of taking a simple ex- 
ample), in which they mostly succeeded in 
confusing themselves. 

QUESTION 2. The commonest error made 
in answering this question was in deduet- 


ing the standard cost of the Production 
Budget from the Sales Value of the Sales 
Budget and _  ealling the _ difference 
Budgeted Gross Profit. Many candidates 
overlooked the difference in the quantities 
in each Budget, and did not provide for 
either a reconciliation of the two Budgets 
or for the difference to be met out of stocks 
on hand at the beginning of the period. 
Marks were lost also because of the failure 
of candidates to appreciate that Budgets 
of all expense items are necessary to pre- 
pare a complete profit Budget. 


QuEsTION 3 called for the recording of 
information in a Cost Ledger and the 
preparation of a Profit and Loss statement 
for the month. As can be seen from the 
analysis of marks, two-thirds of the ecandi- 
dates failed in this question. Many eandi- 
answers revealed an inability to 
record the information in a methodical 
manner. A surprising number of candi- 
dates appeared to be confused as to the 
difference between a Cost and an Efficiency 
Variance. 

Marks were lost also because of failure 
to complete the double entry for all trans- 
actions—e.g. many did not submit a gen- 
eral Ledger Control Account. Part B of 
the question—the preparation of the Profit 
and Loss Statement—was not answered in 
many eases, even by candidates who cor- 
rectly answered Part A. Another common 
fault was the grouping of variances in- 
stead of showine the losses or gains by 
departments. 

Too many answers were untidy and 
showed a lack of care in entering figures 
in the accounts. 


dates’ 


QuEsTION 4 was, on the whole, well 
answered, although many candidates found 
difficulty in answering part (b) of the 
question. The construction of elaborate 
profitgraphs was not necessary to answer 
part (a). 
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Examiner’s Report—continued 

Many answers were untidy and badly 
presented. It would appear that some can- 
didates spent too much time in answering 
earlier questions, and did not leave them- 
selves sufficient time to answer this ques- 
tion adequately. 
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ConcLusion.—The proportion of fail- 
ures in questions 1 and 3 appear to indi- 
cate that students still do not fully under- 
stand Standard Costs. More thought 
should also be given before starting on the 
answer to the method of presentation. 
Greater attention should be paid also to 
neatness. 


EXAMINER’S REPORT ON FINAL COSTING — THIRD PAPER 
MARCH 1951 EXAMINATIONS 


Marks allotted ranged from 34, in which 
paper the candidate answered three ques- 
tions only, to 82. 

Average marks allotted were 66.6, indi- 
vidual questions showing approximately 
the same results, with the exception of 
question 4, in which the average marks 
allotted were less than those required for 
Details are as follows :- 

2 3 { 3 Total 


a pass. 
Vuestion: 1 
Marks 
possible 20 20 20 20 20 
Average 
marks 
obtained 13.7 13.7 13.3 12.3 
average 


‘ 


100 


13.6 66.6 


© 668.5 68.5 66.5 60.5 66.6 


ques- 


68.0 
The each 
tion was as follows: 

Question: 1 : 3 f 5 


percentage of passes in 
Total 
Pass % 73 «68« «650=— 55 essCT—S—é‘«*CGB 
Only 55% of candidates 
marks in question 4, while, of the remain- 
ing candidates, 20% gained less than 55% 
of the possible marks in this question. 
Although question 1 secured the highest 
number of passes, best results were 
achieved in questions 2 and 5, in which a 
quarter of the candidates obtained 80% or 
over. This is shown by the following table, 
which sets out the range of marks allotted 
to each question, expressed as a percentage 
of candidates sitting for the examination. 
farks Question: 
Allotted 1 ? 3 5 Total 
Under 55% Lf 8 
55% -59% 8 
60%-64% 15 
639%-69% 10 ol 
70%-74% 20 28 
153% -79% 12 12 
50% and 
25 2 


over 1 26 17 2 


secured pass 


DOD at et et 
am Cy OAD AC 
eunwnwoc 


t 


100 100 100 100 


100 


100 





Candidates’ answers in many cases omit- 
ted features which are regarded as vital 
to the question concerned. These are re- 
ferred to hereunder. 

Question 1.—This question called, in 
effect, for a description of the perpetual 
inventory system of stock control with its 
continuous check between actual stock and 
stock records. Reconciliation is assisted by 
the entry on requisitions by the storeman 
of the balance in stock after the quantity 
requisitioned has been issued, so enabling 
the stock records clerk to query any dis- 
crepancy which may be disclosed between 
this balance and the balance shown by his 
stock records. 

Steps to be taken to correct this discrep 
anev include a recheck of the actual stock 
balance and a check back of receipts and 
the documents concerned on 
both bin ecards and stoek record eards. 

Some candidates, when describing the 
system, failed to mention the raising of 
2oods received notes as a document essen- 
tial to the correct entering of receipts on 
stock record ecards and bin eards, suggest- 
ing, in lieu thereof, that these entries 
would be made from suppliers’ invoices. 
The latter, of course, are not necessarily 
received with the goods, and consequently 
stock records would be of little use in such 
circumstances as they would not be up to 
date and therefore would not show the 
actual stock position. 

A number of candidates did not outline 
the steps which should be taken to correct 
a discrepancy disclosed between actual 
stock and stock records, but recommended 
vaguely that an investigation should be 
made. 


issues from 


Question 2.—A number of candidates 
apparently were not aware that the Work 
in Progress Account controls the job cost 
eards for uncompleted jobs and that, there- 
fore, the balance of the account may be 
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Examiner’s Report—continued ; 
verified by totalling these cards. A few 
were uncertain how the eredit to the ac- 
count is obtained for completed jobs, 
mainly suggesting the formula that work 
in progress at the beginning of the period 
together with the total payroll, plus ac- 
crued wages, less work in progress at the 
end, would supply the labour value of com- 
pleted work. 

Too many candidates again referred to 
job cost cards under a standard cost sys- 
tem, suggesting that verification of the 
Work in Progress Account balance could 
be verified by totalling such cards, as is 
done under job costing. 

Verification of the Work in Progress 
balance under standard costs is effected by 
listing units in Progress (such list often 
being supplied as a matter of routine by 
the Production Control section) and valu- 
ing at standard to the operation just com- 
pleted, with an estimated percentage of 
completion for the operation through 


which the unit is passing. 
Unless efficiency variance is calculated 


in line with the above there may, of course, 
be a slight difference between the value so 
obtained and the balance of the account, 
as a result of efficiency variance on Work 
in Progress. 

QueEsTION 3.—This question asked for 
the sources of information from which 
labour efficiency reports are prepared 
under a standard cost system and merely 
involved the simple principles of standard 
costing as applied to labour. 

References to the payroll or actual wages 
paid, or accrued, were therefore not rele- 
vant except in-so-far as to mention, in 
passing, the separation of rate variances. 

Labour efficiency is usually measured as 
a percentage of the standard or predeter- 
mined time established for the unit of out- 
put and the answer could be limited briefly 
to the following :— 

(a) Units of actual output 
from production reports. 
Actual hours taken to produce such 
output, obtained from time sheets. 

(e) Standard labour hours per unit, 

obtained from standard cost specifi- 
cations. 

The actual hours worked in producing 
this output is then compared with the total 
standard hours for the output, calculated 


obtained 


(b) 
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from the standard hours allowed per unit, 
and the labour efficiency is shown as the 
percentage which standard bears to actual. 
Alternatively the excess time taken may be 
ealeulated as an excess percentage of 
standard. 

Several candidates overlooked the im- 
portance of obtaining regular reports of 
output, without which efficiency could not 
be caleulated. 

The second portion of the question re- 
quired an explanation of the treatment of 
efficiency variance. It was not generally 
appreciated that periodical summaries of 
efficiency variance may be prepared from 
the data used in the efficiency reports, the 
difference between standard and actual 
hours, when valued at the standard labour 
rate per hour, providing the value of the 
efficiency variance. 


QuesTION 4.—Many candidates were 
vague as to the advantages of interlocking 
the cost books with the financial books. 
Answers mainly were limited to one or 
two of the following advantages without 
including the most obvious: 

(a) Agreement is effected between both 
sets of books. 

Periodic statements of profit are 
more readily prepared. 

(ec) Co-operation is more certain be- 
tween cost and financial accounts 
sections. 

The financial books are relieved of 
becoming unwieldy and _ ecumber- 
some by incorporating details of 
costs. 

Other advantages which could have been 
mentioned are: 

(1) Aceuracy of cost records is assured, 
as they form part of financial ac- 
counting system. 

No reconciliation is necessary, as 
both records agree through the 
medium of control accounts. 

Cost reports are acceptable by man- 
agement as explanation for profit 
statement, as management is satis- 
fied of reliability of cost records. 
Is acceptable from audit point of 
view, as both sets of books are in 
balance. 

Enables distribution of duties with- 
out interference to financial record- 
ing. 


(b) 


(d) 


(Continued on page 307) 
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Examiner’s Report—continued 
(6) Enables value of inventories to be 
maintained in accounts without 

physical stocktaking. 

A number of candidates did not fully 
answer the second portion of the question, 
as a result, apparently, of not reading the 
question carefully. 


QuEsTION 5.—This question involved a 
report based on simple standard cost prin- 
ciples and, in fact, received pass marks or 
over for two-thirds of the candidates. 

It is preferable in this type of report to 
set it out in narrative form, commencing 
with the standard cost of actual produc- 
tion and deducting variances which show 
a loss and adding those which show a gain, 
in order to arrive at the actual cost of 
production. 
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The columnar form of report chosen by 
many candidates and consisting of numer- 
ous figures is not always appreciated by 
a busy management. 

Some candidates commenced with the 
standard cost of budgeted production and 
made no attempt to reduce budgeted to 
actual production. 

Candidates found most trouble with ex- 
pense variances, some even suggesting 
that, although budgeted hours of 40,000 
had been worked, idle time had occurred. 

Budget spending variance, which was a 
matter of simple calculation, was over- 
looked entirely by some candidates. Others 
submerged Expense Efficiency (or Quan- 
tity) Variance under a general under-ab- 
sorption variance. 

Marks were allotted for correct details, 
entered in short on the report, showing 
how the variances were calculated. 





THE ACCOUNTANT AND STOCK ON HAND 


by 


R. A. McINNEs, A.I.C.A. 


Much has been written in accounting 
journals in recent years concerning prin- 
ciples and methods for accounting for stock 
in trade. The emphasis has been largely 
upon methods of absorbing stocks used 
into current costs and on principles for 
valuing stock on hand at the end of a 
period. 

Nevertheless, it is questionable to what 
extent these modern principles and 
methods are generally adopted, and also to 
what extent proprietors and company 
directors will allow full exercise of these 
principles and methods in their disclosed 
accounts. 

It is certainly evident that company 
auditors are still to a considerable degree 
sheltering behind the edict of the Kingston 
Cotton Mill case that it is no part of an 
auditor’s duty to take stock, and qualify- 
ing their certificates with the hackneyed 
statement that a certificate of a responsible 
officer has been accepted for the quantity 
and value of stock on hand. 

Until there is a universal change in the 
attitude of accountants generally to the 
subject of stock in trade, this item of a 


company’s accounts will be viewed with 
wariness. 

A current 
this point. 

With restrictions imposed on the exten- 
sion of bank accommodation, many ap- 
proaches are being made to the investing 
public for fresh capital subscription. In a 
number of instances these approaches are 
made by small companies, operating in 
rented or leased premises, with moderate 
plant and equipment, and the bulk of their 
capital represented by stock in trade. 

The prospectus of the share issue often 
includes a statement of the company’s 
assets and liabilities, showing that some 
20% to 80% of the company’s assets is 
represented by stocks on hand. 

The statement will probably have ap- 
pended a copy of the auditor’s certificate, 
but if this merely reiterates acceptance of 
the certificate of a responsible officer as to 
quantity and value of the stock, it is use- 
less for giving the potential investor con- 
fidence in the figure disclosed. 

The requirements of the stock exchange 
lay down that the prospectus shall include 


illustration will emphasise 
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The Accountant and Stock on Hand—continued 
the report of an independent investigating 
accountant upon the assets and liabilities 
of the company ; but, if such report should 
state, as frequently it does, that the 
audited accounts have been accepted for 
the purposes of the investigation, the value 
of the report is discounted by the qualifica- 
tion of the auditor’s certificate. 

In this way the consideration which may 
have been given to the observations and 
opinions of two qualified members of the 
accounting profession—the auditor and the 
investigating accountant—is lost, because 
neither has deemed it necessary to go 
beyond the certificate of a responsible 
officer for a figure which constitutes the 
major item of the company’s assets and 
which has the greatest direct bearing upon 
the company’s disclosed profit. 

There is no assurance that the 
sible officer’’ is a qualified person familiar 
with the principles and methods recom- 
mended by the leaders of the accounting 
profession. 

There can even be doubt in the mind of 


‘ 


“respon- 


the prospective investor whether the direc- 
tors have fully satisfied themselves con- 
cerning the stock on hand, for there have 
been occasions, of quite recent date, where 
directors have found it necessary to report 
to shareholders :— 

‘“‘The revaluation of stock placed the 


valuation at £117,620 compared with 
£234,226. This arose as a result of inflation 
of stock quantities which had taken place 
over a number of years and which has since 
been disclosed by independent stocktakings 
at each mill, and by a failure to reduce 
values in all cases to the ruling market 
value at the respective balance dates.’ 

And :— 

‘*Stocks on hand were shown in the stock 
sheets and had been taken into account in 
the balance sheet in quantities and at 
values greater than has been found to be 
the ease. Certain raw materials were dis- 
covered to be excessive, to have been held 
for long periods, and in some instances to 
have been purchased unwisely. In addition 
certain manufactured stocks were not sale- 
able at a profitable price.’’ 

The purpose of these comments is not to 
suggest that a company’s accounts may 
deliberately deflate stock values to create 
secret reserves, or inflate values for the 
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purpose of presenting to the investing 
public a more appealing picture of the 
company’s profit-earning capacity. 

Rather it is to draw attention to the need 
for a wider dissemination of modern 
methods and principles among company 
accountants and managers, and particu- 
larly to emphasise the public responsibility 
of the auditor, and especially of the in- 
vestigating accountant, to go beyond the 
certificate of a responsible officer when 
setting out the statement of asset and 
liability values which he considers a fair 
representation of the company’s present 
position. Particularly do I suggest this 
when the company concerned is one for 
which stock in trade constitutes the prin- 
cipal asset. 

There are many questions which an in- 
vestor seeks to answer when examining the 
figures disclosed in a prospectus. Some 
are: Is the stock figure above or below the 
present market value? Is the stock service- 
able and balanced for the company’s oper- 
ating methods? Have stocks been absorbed 
into past accounting periods to reflect a 
true picture of the profit-earning capacity 
of the company? 

The latter question applies particularly 
to industries which put out their product 
under hire-rental contracts, property 
rights remaining with the producing com- 
pany throughout the period of thc con- 
tract. 

With old-established companies the in- 
vestor may gauge his estimate on the ex- 
perience of years of trading. With new 
and small companies he must rely upon the 
opinions and observations of the specialists 
called in to report. 

The accountancy profession has shown 
its capacity to meet many demands arising 
from new situations, for example, the 
methods developed for presenting consoli- 
dated statements of the accounts of holding 
and subsidiary companies. 

I suggest that the profession can meet 
the demand for more information concern- 
ing stock on hand by widening its accep- 
tance of responsibility thereto, even to the 
extent of requiring a separate independent 
valuation of stocks if examination does not 
satisfy the investigator that sound and 
adequate methods of accounting have been 
adopted for stock in trade. At least he 
‘hould give his opinion thereon in his 
report. 
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LEGAL SECTION 


Edited by 
J. M. GREENWOvuD, LL.B., F.1.C.A. 


CONTRACT IN RESTRAINT OF TRADE 


Certain manufacturers entered into 
agreements with a company of which they 
were shareholders and covenanted that 
during a term of five years they would: 
(1) not take away one another’s custo- 
mers, (2) prevent any encouragement of 
outsiders to compete with the retailers to 
whom they sold, (3) prevent competition 
amongst themselves, (4) fix wholesale and 
retail prices to prevent price-cutting com- 
petition among themselves and to avoid 
disorganisation of their business generally 
by price-cutting competition between their 
retailers. The covenant in respect of price- 
fixing was not limited as to space. 

Held (Gavan Duffy, J., in the Supreme 
Court): that the covenant as to price- 


fixing, not being limited with regard to 
space, was void as being in restraint of 


trade, but that the other covenants were 
valid. 

In the course of his juagment, 
Honour made the following points :— 


Consideration 

‘‘There is ample authority for the pro- 
position that, even when a contract is by 
deed, if there is a covenant in restraint of 
trade, it will not be enforced unless there 
is good, that is, legal consideration for the 
restraint moving from the covenantee; but 
such consideration need not necessarily 
appear in the deed itself, and its adequacy 
or otherwise will not on that point be con- 
sidered by the Court (Mitchel v. Reynolds 
(1711), 1 P. Wms. 181; Cooper v. South- 
gate (1894), 10 R. 552; Hitchcock v. Coker 
(1837), 6 Ad. & El. 438; Homer v. Ash- 
ford (1825), 3 Bing. 322; Gravely v. 
Barnard (1874), L.R. 18 Eq. 518), and 
though it has been suggested (see Hals- 
bury’s Laws of England (2nd ed.) vol. 32, 
p. 419, note (s)) that it is a question 
whether the rule should be applied today, 
sitting as a Judge of first instance I think 
I should apply it....Clause 5 provides 
that the manufacturer shall become a mem- 
ber of the group in which his name appears 
in schedule ‘A’, and thereby acquires the 


His 


right to take part in the election of two 
directors of the company. I say that he 
thereby acquires the right to take part in 
such election, because I think that is the 
effect of the clause, though in form it does 
not specifically give it to him. By this 
clause, therefore, the association gives the 
manufacturer something which, be _ its 
value great or little, is good consideration 
in law. It may be also, on the proper con- 
struction of clause 3, that there is a 
promise by the association not to enter into 
any contract with another manufacturer 
without the other party’s consent, which 
would amount to a sufficient detriment to 
the association to be a good consideration 
in law. As I have said, apart from the 
strict question of legal consideration, each 
contracting manufacturer had ample 
reason to consider he was getting a benefit 
from what was in fact done by all other 
manufacturers contracting. I must decide 
that the restrictive covenants entered into 
in the contracts under consideration were 
made for good consideration.’’ 


Validity of Contracts in Restraint 
of Trade 

‘‘The principle depends on _ public 
policy, which has been described as ‘an un- 
ruly horse’, and is certainly a horse that 
sometimes runs one way, sometimes 
another. Public policy requires respect, 
both for obligations freely undertaken by 
persons under no disability, and for the 
public interest in freedom of trade, but 
the emphasis on one or another has differed 
from time to time. I think it is true to say 
that, as to the arrangements of indepen- 
dent traders, the weight and emphasis has 
of late years gone from the first to the 
second....I should, if the matter were 
free from authority, have had no difficulty 
in concluding that an agreement such as 
the present, with its restraints against 
trading, and its imposition of a minimum 
wholesale and retail price, was to the dis- 
advantage of the public and should not be 
enforced. I feel, however, that in doing 
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Legal Section—continued 

so, I should be out of step with what I 
find to be the present view of the authori- 
ties. Lord Parker, speaking for the Privy 
Council in A.-G. of the Commonwealth of 
Australia v. The Adelaide Steamship Co. 
Ltd., [1913] A.C. 781, at p. 795, said: 
‘Their Lordships are not aware of any case 
in which a restraint though reasonable in 
the interests of the parties has been held 
unenforceable because it involved some in- 
jury to the public.’...There is a cogent 
authority for the proposition that, if the 
covenant is reasonable as between the par- 
ties, the onus is on him who contends it is 
detrimental to the public (Sankey, LJ., 
in the English Hopgrowers’ Case, [1928] 
2 K.B. 174, at p. 186; Lord Haldane in 
the North Western Salt Co. Case, |1914] 
A.C. 461, at p. 470; Lord Sumner (7bid.), 
at p. 480; and the Judicial Committee in 
The Adelaide Steamship Co. Case, [1913] 
A.C. 781, at pp. 796-7). It is to be observed 
that attention must be fixed on the agree- 
ment itself, and not on what was in fact 
done under it (see Halsbury’s Laws of 
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England (2nd ed.), vol. 32, p. 404, par. 
676). As Lord Campbell, C.J., said in 
Hilton v. Eckersley (1855), 6 E. & B. 47, 
at p. 65: ‘I do not think that any averment 
is necessary as to what has been done under 
it, or as to any mischiefs which it has ac- 
tually produced. We are to consider what 
may be done under it, and what mischiefs 
may thus arise.’...I have considered 
whether I should disregard the unneces- 
sary width of clause 13 on the ground that, 
as none of the manufacturers was likely 
to move his place of business during five 
years, and ice was not a commodity likely 
to be very widely distributed, nobody 
would be hurt by it, but I have concluded 
I cannot disregard it. It is a severe re- 
striction which, inter alia, prevents a man 
setting up business anywhere and selling 
below a price fixed in Melbourne by the 
association. I must therefore hold that 
those covenants which deal with selling 
below a fixed price are unenforceable, but 
the remaining covenants are good.’’ (Asso- 
ciated Ice Manufacturers Pty. Ltd. v. A 
Burriss Pty. Ltd., [1950] V.L.R. 394. 


LANDLORD AND TENANT: INADE QUATE LIGHTING OF STAIRWAY 

led a system of automatic control by means 
of a clock, but this system worked errati- 
eally. 


In an action against the landlord for 
damages for personal injuries resulting 
from a fall on a staircase during the hours 
of darkness the tenant of a flat contended 
that her accident was caused by a breach 
of the contract of tenancy. The flat was on 
the seventh floor of a block of flats, and in 
the tenancy agreement there was no ex- 
press undertaking by the landlords to pro- 
vide any means of access to the demised 
flat or to light or keep in order the stair- 
ease. Before September, 1939, the land- 
lords kept the staircase lighted until late 
at night, but during the war only pin- 
point lamps outside the door of the lift 
were provided on each landing. In 1945, 
when war-time restrictions were removed, 
the lighting was partly restored, and by 
1947 it was the same as before the war. In 
1948, to save current, the landlords instal- 


Held: the stairway was a way of necess- 
ity to enable the tenant to reach the de- 
mised premises; there was an obligation on 
the landlords to keep the stairway reason- 
ably safe for the use of the tenant; but in 
the circumstances of the present case there 
was not to be implied in the tenaney agree- 
ment a covenant by the landlords to main 
tain a reasonable standard of lighting on 
the staircase, and they were not liable for 
breach of the agreement. 


An alternative claim for negligence was 
dismissed on the facts and the ease is only 
reported on the issue of the alleged breach 
of contract. (Devine v. London Housing 
Society, Ltd., [1950] 2 All E.R. 1173. 


WILLS: SECRET TRUSTS 


Commonly a gift to an attesting witness 
is void without detracting from the ability 
of the witness to prove the will (ef. Wills 
Probate and Administration Act (N.S.W.), 


s. 13) 


A testator left his estate to his widow, 
who had been secretly instructed before 
death by her husband that a legacy of 
£2,000 should be paid to T.C. T.C. was an 
attesting witness. Was the legacy ineffec- 
tive? 


(Continued on page 311 
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It was held that it was good. Danck- 
werts, J., stated: ‘‘The whole theory of the 
formation of a secret trust is that the 
Wills Act 1837 (England) has nothing to 
do with the matter, because the forms re- 
quired by the Wills Act are entirely dis- 
regarded in effect, the persons who take 
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beneficially taking, not by virtue of the 
gift in the will, which is made to a trustee, 
but by virtue of the secret trusts which 
are imposed on the apparent beneficiary 
who does, in fact, take under the will.’’ 
(Re Young (deceased); Young v. Young 


& Ors., [1950] 2 All E.R. 1245.) 


BANKRUPTCY: NOTICE AVO IDED BY WRONG HEADING 


Owing to a mistake on the part of the 
judgment creditor’s solicitor, which was 
not noticed by the registrar, one of the 
three copies of a bankruptcy notice issued 
out of the Windsor County Court on May 
19, 1950, was entitled ‘‘In the Redhill 
County Court.’’ This copy was sealed with 
the seal of the Windsor County Court. On 
May 31 the copy of the notice which was 
wrongly entitled was served on the debtor. 
On August 9, the debt not having been 
paid, the ereditors issued a bankruptey 
petition against the debtor, and on Sep- 
tember 27 a receiving order was made 
against him. 

Held (Chancery Division): the mistake 
in the copy of the bankruptey notice 
served on the debtor was one which could 


have misled him, and, therefore, it was not 
a formal defect or irregularity which could 
be remedied under the English Bank- 
ruptcy Act 1914, s. 147 (1) (Common- 
wealth Act, s. 7 (1)), and, as a result the 
notice was bad, the petition fonnded on it 
failed in limine, and the receiving order 
should be reseinded. 

In the course of his judgment Harman, 
J., cited the remarks of Cave, J., (8 Morr. 
83) that ‘‘since the commission of an act 
of bankruptcy was a serious matter and in- 
volved what has been 
ealled a penal nature it was important to 
see that the necessary preliminaries were 
complied with.”’ (Re A Debtor; Ex parte 
The Debtor v. Bowmaker Ltd. & Anor., 
[1950] 2 All E.R. 1129.) 


consequences of 


COMPANY LAW: QUESTION OF PRIORITY BETWEEN HOLDER OF 
CHARGING ORDER AND TRANSFEREES FOR VALUE BEFORE 
TRANSFER REGISTERED 


On 16 September 1949 M. executed a 
transfer of two hundred shares in favour 
of R., and on 21 September he executed a 
transfer of three hundred in favour of F. 
R. and F. paid to M. the full purchase 
price for the shares, but the shares were 
still registered in the name of M. On 4 
October the plaintiff (who was also a mem- 
ber of the company) recovered judgment 
for £539/2/4 and costs in an action against 
M., and was granted leave to proceed 
under the judgment. On the same day he 
obtained a charging order nisi on the 
shares in the company standing in M.’s 
name, and on 17 October the charging 
order was made absolute. F. and R. 
claimed that by 4 October the beneficial in- 
terest in the shares was in them and that 
M. had no interest therein on which the 
charging order could operate. 

It was held that notwithstanding the 
complete failure to comply with the com- 
pany’s articles in regard to the procedure 


to be followed before shares could be trans- 
ferred, F. and R., having paid to M. the 
full consideration for the shares, had 
obtained equitable rights therein, and, as 
their rights accrued earlier than the equit- 
able right of the plaintiff under the charg- 
ing order their rights must prevail over 
his claim. 

Vaisey, J., stated, at pp. 27-8: ‘‘The one 
thing, however, which seems to me to ‘be 
important is that they paid M. the money, 
and I eannot bring myself to suppose that 
they got nothing by their bargain and that 
the whole property in the shares remained 
in M., notwithstanding the transfers which 
had been executed and the money which he 
received. I should, however, have been 
content to come to the opposite conclusion 
because I think that there is something 
almost scandalous in the way in which R., 
F’. and M. all seem to have disregarded the 
articles of association, by which they and 
the other members of the company were 
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bound. ... Admittedly, M. is still the legal 
owner of the shares. Admittedly, the plain- 
tiff’s rights under this charging order are 
in the nature of equitable rights. And ad- 
mittedly, the rights of R. and F., if they 
have any rights, are also equitable rights. 
As I have come to the conclusion that R. 
and F. have some rights and that what 
they did was not a complete nullity, the 
question is whose rights should prevail. A 
not irrelevant circumstance is that the 
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equitable rights of R. and F. precede the 
equities or quasi-equitable rights under the 
charging order. In my opinion, the rights 
of R. and F. had already accrued at the 
time the charging order was obtained, and 
I think, as between the merits (not moral 
merits, but legal merits) of the plaintiff 
and the defendants, the rights of the 
second and third defendants, R. and F., 
must prevail over the claims of the plain- 
tiff.’’ (Hawks v. McArthur & Ors., [1951] 
1 All E.R. 22.) 


NEGLIGENCE: ACCIDENT TO WORKMAN EMPLOYED BY 
SUB-CONTRACTOR — RESPECTIVE LIABILITIES OF 
CONTRACTOR, SUB-CONTRACTOR, AND BUILDER 


B was the builder of a house and con- 
tracted with A for the tiling. A sub-con- 
tracted with C for the laying of the tiles 
and the fixing of battens and felts. A 


labourer employed by A lost his balance 
and fell fifteen feet from a scaffold erected 
by B, receiving fatal injuries. His widow 
brought an action for damages on her own 
behalf and as administratrix of her hus- 


band’s estate under the Fatal Accidents 
Act and the Law Reform (Miscellaneous 
Provisions) Act 1934 (Eng.). 


Held 
ision ) :— 

(1) At common law the first defendant 
A was under a duty to take reasonable care 
to provide proper plant, appliances, and 
equipment for the use of his workmen. His 
failure to ensure that the platform of this 
scaffold was provided with a guard-rail, as 
was required by the regulations, consti- 
tuted, in my opinion, a neglect of this 
duty, which is personal to the employer, 
and the first defendant cannot escape from 
liability for the breach by showing that the 
scaffolding was erected and maintained by 
someone other than himself. 


(Barry, J., King’s Bench Div- 


(2) The relationship between B and the 
deceased workman was that of invitor and 
invitee. Moreover, in circumstances like 
those in the present case, the duties of the 
head contractor to persons employed by 
his sub-contractor are co-extensive with the 
duties owed by him to his own workmen. 
If the first defendant failed to take reason- 
able care to provide safe plant, appliances, 
and equipment for the use of the deceased, 
it must follow that the second defendants 
failed to perform the similar duty which 
they owed to him. In consequence, I find 
that the second defendants are liable to 
the plaintiff at common law in addition to 
their liability to her under the Building 
(Safety, Health and Welfare) Regulations 
1948. 

(3) The third defendant C was neither 
the supplier nor the occupier of the scaf- 
folding and cannot be brought within 
either of the well-known principles enunci- 
ated in Heaven v. Pender (1883), 11 
Q.B.D. 503, or Indermaur v. Dames 
(1866), L.R. 1 C.P. 274, and the claim 
against it fails. 

(4) The deceased was not guilty of con- 
tributory negligence. (Pratt v. Richards 
& Ors., [1951] 1 All E.R. 90.) 
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FEDERAL LAND TAX RETURNS 


The Deputy Commissioner of Taxation (Central Office) draws attention to the 
fact that Federal Land Tax returns of land held at midnight on the 30 June 1951 are 
due to be lodged with him at Box 769 G, G.P.O., Melbourne, not later than 31 August 
1951. 

Persons and companies are liable to lodge returns where the unimproved value 
of land held exceeds £4000. Absentees are required to furnish returns irrespective of 
the unimproved value of land held. y 


Form A, showing full and complete particulars of land held at 30 June 1951, 
and the improved and unimproved value thereof at that date, must be used in all 
eases. It is important that the values to be shown must be those as at 30 June 1951. 


Forms of returns are available at post offices and Federal taxation offices 
The law provides penalties for failure to lodge returns or for late lodgment of 
returns. 


NATIONAL SECURITY (CAPITAL ISSUES) REGULATIONS 


The National Security (Capital Issues) Regulations, which were summarised in 
the June issue, have now been amended by Statutory Rule No. 45 of 1951, by omit- 
ting the words ‘‘ Twenty-five thousand pounds’’ (wherever occurring) and inserting 
in their stead the words ‘‘Ten thousand pounds’’. The effect of the alteration is to 
reduce the exemption limit above which consent is required from £25,000 to £10,000. 


The National Security (Capital Issues) Regulations are now being brought 
under the Defence Preparations Act, and it is hoped to include in an early issue of 
the journal a summary of the new regulations. 
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SUBJECT L— FEDERAL INCOME TAX LAW AND PRACTICE — APRIL 1951 


The answers to examination questi 


ons which appear in this section are 


not official. They have been prepared by members of the Commonwealth 
Institute of Accountants, but have not been reviewed by the Board of 
Examiners. 


QUESTION (1) 

The Real Estate Company Ltd., which derives 
its income from the renting of property, sells a 
block of flats which it has owned for ten years. A 
considerable profit is realised, and the directors 
propose to distribute this profit to the share- 
holders. Before making a decision they seek your 
advice on the taxation position in regard to this 
profit and proposed dividend. 

Write a report to the directors considering— 

(a) The taxation position of the profit in the 
hands of the company; and 
(b) The position of the shareholders if the 
dividend is distributed. 
ANSWER: 

Profits made on the disposal of non- 
trading assets are assessable in whole or in 
part only if— 

(a) the asset has been the subject of 
depreciation allowances, or 
the transaction comes within the 
scope of s. 26 

The Real Estate Company Limited, as 
the owner of rent-producing properties, 
would not receive an allowance for depre- 
ciation in respect of its assets because 
buildings are not the subject of deprecia- 
tion allowances for purposes of income 
taxation. Consequently it is necessary to 
consider whether s. 26 (a) of the Act will 
apply to this transaction. To determine 
this it is necessary to find out if the Real 
Estate Company Limited purchased the 
block of flats for ‘‘ profit-making by sale or 
...for the carrying on or carrying out 
of any profit-making undertaking or 
scheme.’’ As the company has held the 
block of flats for a period of ten years, it 


(b) 
(a) 


(Continued 


is most unlikely that they were purchased 
with the intention of profit-making by sale 
or with the intention of using them for the 
purpose of a profit-making undertaking or 
scheme, and consequently s. 26 (a) will not 
apply. It seems, therefore, as though the 
profit made on the sale of the flats will not 
be assessable income in the hands of the 
Real Estate Company Limited. 

The fact of the profit not being assess- 
able to tax in the hands of the company 
does not affect the taxation position of the 
shareholders when the profit is distributed 
to them in the form of a dividend. The 
Commonwealth Income Tax Assessment 
Act 1936-50 is most specific that dividends, 
with a few exceptions mentioned in s. 44 
of the Act, are assessable to tax in the 
hands of the shareholders. Consequently, 
if the Real Estate Company Limited dis- 
tributes the profit that it makes on the 
sale of the flats to its shareholders, the 
shareholders will be subject to tax on the 
dividend. 

Such a situation must not be confused 
with that envisaged by s. 44 (2) (b) (iii), 
which exempts from tax in the hands of 
the shareholders dividends paid out of a 
fund created by a revaluation of assets not 
acquired for the purpose of re-sale at a 
profit. The Real Estate Company Limited 
has sold a block of flats, which is a very 
different thing from a revaluation, which 
would be only an upward variation of the 
value of the flats in the books of a com- 
pany. The Real Estate Company Limited 
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Students’ Section—continued 
could distribute a tax-free dividend to its 
shareholders by first of all revaluing the 
flats and then using the fund so created to 
pay a dividend to its shareholders, which 
would be satisfied by the issue of bonus 
shares of the company. This revaluation 
would have to take place before the sale of 
the flats in order that the issue of bonus 
shares would come within the scope of 
s. 44 (2) (b) (iii) and thus be exempt from 
tax in the hands of the shareholders. 
QuzsTION (2) 

James Thompson is a manufacturer who also 
has an income from investments and from a farm 


which he purchased on Ist July 1947. For the 
years 1945 to 1951 his income is as follows:— 


Net Income from 
Investments Farm 
£1,000 oa 
900 — 
1,100 
1,000 


Year ended 
380th June 
1945 
1946 
1947 


Business 
£2,400 
1,800 
1,500 
1948 2,400 
1949 1,700 1,100 500 
1950 2,300 1,000 450 
1951 : 1,800 900 500 
Thomson will be taxed 
June 1949, 1950, and 


£300 


Describe in detail how 
for the years ended 30th 
1951. 

ANSWER : 

James Thompson becomes a_ primary 
producer during the year of income ended 
on the 30th June 1948. It is therefore 
likely that his income will become subject 
to taxation according to the ‘‘averaging’’ 
provisions of Division 16 of the Act. These 
provide that a primary producer shall be 
taxed in any year on the income which he 
derives in that year but at a rate which is 
determined by the average of the incomes 
of the year of income under review and 
(as a maximum) the four preceding years. 
This is subject to the proviso that the in- 
come of the first year in whict Thompson 
becomes a primary producer shall in all 
other respects be capable of being a ‘‘first 
average year.’’ Section 151 (1) of the Act 
provides that the first average year shall 
be “the first year which is otherwise 
capable of being an average year and in 
which the taxable income is not greater 
than that of the next succeeding year.’ 
For the years 1948-51 James Thompson’ s 
incomes are as follows :-— 

1948 
1949 
1950 
1951 


£3,700 
£3,300 
£3,750 

£3,200 
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It will be seen that the income of the 
year 1948 is not capable of being a ‘‘first 
average year’’ because its income is 
greater than that of the year following. 
Consequently, James Thompson’s average 
table will only commence in the year 1950, 
when it will include the incomes of the 
vear 1949 (which is a first average year) 
and of the year 1950. Consequently, in 
1949 Thompson will be taxed on an income 
from property of £1,100 at the rate applic- 
able to an income from property of £3,300, 
and on an income from personal exertion 
of £2,200 at a rate applicable to an income 
from personal exertion of £3,300. In the 
next year, that is the year ending 30th 
June 1950, he will be taxed on an income 
from property of £1,000 at the rate applic- 
able to an income from property of £3,525, 
and on an income from personal exertion 
of £2,750 at the rate applicable to an in- 
come from personal exertion of £3,525. The 
income which determines the rate of tax is 
arrived at in this fashion :— 

Income for the 
June 1949 
Income for the 
June 1950 


year ending 30th 
£3,300 
year ending 30th 


3,750 
£7,050 
£7,050 


9 


£3,525 


For the year ending 30th June 1951, 
Thompson will be taxed on an income from 
property of £900 at the rate applicable to 
income from property of £3,417, and on an 
income from personal exertion of £2,300 at 
the rate applicable to income from personal 
exertion of £3,417. The average income for 
this year is arrived at in this fashion: 
Income for the 30th 

June 1949 
the 


year ending 


£3,300 
30th 


ending 
1950 ae ae .. 3,750 
30th 


Income for 
June 


Income for the 
June 1951 


year 
year ending 


3,200 


£10,250 
£10,250 
— = £3,417 
3 
It should be emphasised that the pro- 
visions of Division 16 of the Act apply to 
all the income of a primary producer. 
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Students’ Section—continued 

Many students become confused about the 
application of these provisions and apply 
them only to the income from primary pro- 
duction. 


QUESTION (3) 

Section 51 of the Commonwealth Income Tax 
Assessment Act 1936-50 states the principle under 
which losses and outgoings are deductible from 
assessable income when arriving at the taxable 
income. Explain the provisions of this section and 
discuss its application to the following :— 

(a) Legal expenses paid for the preparation 
of a partnership agreement between two 
public accountants. 

(b) Fines paid by a bookmaker for betting 
illegally. 

ANSWER: 

The principle laid down by s. 51 of the 
Commonwealth Income Tax Assessment 
Act 1936-50 can be summarised in this 
way :— 

Losses and outgoings can be deducted 
from the assessable income if 

(a) they are incurred in gaining or 

producing the assessable income, 
or 
they are necessarily incurred in 
carrying on a business for the 
purpose of gaining or producing 
assessable income, 
with the exception that losses or outgoings 
(a) of capital, or 
(b) of a capital nature, or 
ce) of a private or domestic nature, 
or 
(d) those incurred in relation to the 
gaining or producing of exempt 
income, 
shall not be allowable deductions. 

Applying these principles to the two 
cases mentioned in the question, we find 
that the cost of preparing a partnership 
agreement between two publie accountants 
would not be deductible, as it is an out- 
going of a capital nature, for the reason 
that it is an outgoing incurred in commen- 
cing the business and any such outgoings 
are not incurred in gaining or producing 
assessable income. 

Similarly, fines which are levied on a 
bookmaker for betting illegally are out- 
goings of a private nature for the reason 
that fines are levied against the bookmaker 
in his personal capacity and it is the in- 
tention that the fines should act as a deter- 
rent to his betting illegally in future. Con- 
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sequently, they come within the exceptions 
cited by s. 51 and are not allowable as 
deductions from assessable income. 
QUESTION (4) 

What restrictions are placed by the Common- 
wealth Income Tax Assessment Act 1936-50 on 
the deductibility of amounts paid to the relatives 
of a taxpayer? 

ANSWER : 

Section 65 of the Commonwealth Income 
Tax Assessment Act 1936-50 is aimed at 
cireumventing a possible means of tax 
evasion by placing restrictions upon the 
amounts which a taxpayer can deduct from 
his assessable income for payments made 
to relatives. This section gives the Com- 


missioner power to examine all payments 

made by taxpayers to their relatives to see 

they satisfy two tests— 

Whether they are reasonable in 

amount, and 

(b) Whether they are mude bona fide 
in the production of assessable in- 


whether 
(a) 


come. 

Also, the section provides that if pay- 
ments made by a taxpayer to a relative 
being his wife or member of his family 
under the age of 16 years, which are for 
the maintenance of such relatives, they 
shall not be allowable as deductions from 
assessable income. 

QUESTION (5) 

a) Deseribe how— 

(i) a non-resident manufacturer, and 
(ii) a non-resident merchant 
are assessed for tax on the proceeds of goods 
sold in Australia. 

(b) Diseuss the conditions which must be ful- 
filled before such non-residents as in (a 
above are liable for Commonwealth income 
tax. 

ANSWER: 

Section 38 of the Commonwealth Income 
Tax Assessment Act 1936-50 provides that 
where goods manufactured out of Aus- 
tralia are imported into Australia and sold 
in Australia by the manufacturer of the 
goods, the profit deemed to be derived in 
Australia from such a sale shall be ascer- 
tained by deducting from the sale price 
in Australia— 

(a) the amount for which at the date 
the goods were shipped to Aus- 
tralia goods of the same nature 
and quality could be purchased 
by a wholesale buyer in the coun- 
try of manufacture, and 
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Students’ Section—continued 
(b) the expenses incurred in trans- 
porting the goods to Australia, 
and 
(c) the cost of selling 
Australia. 

Section 39 provides that where goods 
are imported into Australia and sold in 
Australia by a person not being the manu- 
facturer of the goods, the profit deemed 
to be derived from such sale would be 
caleulated by deducting from the sale 
price— 

(a) the purchase price of the 
and 

(b) the expenses incurred in trans- 
porting them to Australia, and 

c) the expenses incurred in selling 
them in Australia. 

Before the above sections can be applied 
it is necessary for the sale to come within 
the scope of s. 41 of the Act. This pro- 
vides that goods shall be deemed to be sold 
in Australia when the seller, or his agent, 
while personally present in Australia, shall 
have done anything which is instrumental 
in bringing about the sale. It is important 
in this connection to notice that either the 
ex-Australian manufacturer or merchant, 
or his agent, must, while personally 
present in Australia, have done something 
to bring about the sale. This would there- 
fore exclude sales which have been brought 
about by radio or newspaper advertising 
within Australia. 


the goods in 


goods, 


Question (6) 

To what extent are the profits derived from the 
sale of assets which have been the subject of de- 
preciation allowances assessable to Commonwealth 
mecome tax. Illustrate your answer with examples. 
ANSWER : 

Profits derived from the sale of assets 
which have been the subject of deprecia- 
tion allowances are assessable according to 
the provisions of s. 59 of the Act. This pro- 
vides that if the consideration received on 
the sale exceeds the depreciated value, such 
excess, to the extent of the depreciation 
previously allowed in respect of the plant, 
shall be assessable income. It is important 
to notice that no greater amount of profit 
than the amount of depreciation previously 
allowed in assessments shall be subject to 
tax. This means that any sums received in 
excess of the original cost price of the asset 
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will not be assessable to tax, because they 
are regarded as being accretions to capital. 
The two following examples will illustrate 
the working of these provisions :— 

(a) Assume that plant which had cost 
£2,000 and which had been written down 
for purposes of taxation to £1,000 is sold 
for £1,500. 

The owner of the plant will have to re- 
turn as income £500, representing so much 
of the excess of the sale price over the 
written down value as had previously been 
allowed as depreciation. 


(b) Assume the same facts as in (a), 


except that the plant is sold for £2,500. 


In this event the taxpayer will return 
as income £1,000. The total profit on the 
sale, £1,500, is composed of a capital profit, 
£500, and a recovery of previous deprecia- 
tion allowances, £1,000. The £1,000 is 


assessable income. 


QUESTION (7) 

James Williams is a manufacturer. He decides 
to take his wife and his son, John, into partner- 
ship. The share of the firm’s income received by 
Mrs. Williams is used by her to pay the rent of 
the family home and the household expenses. 
John’s share of the income is used to pay the 
cost of his board and education at school. What 
is the attitude of the Commonwealth Income Tax 
Assessment Act 1936-50 towards such a partner- 
ship? 

ANSWER: 

Such a partnership will come within the 
94 of the Act. This provides 
that where any partner ‘‘has not the real 
and effective control and disposal of his 
share of the net income of the partner- 
ship’’ the Commissioner may assess the 
partnership on the additional amount of 
tax which would have been payable if the 
share of such a partner had been received 
by the partner who has the real and effec- 
tive control of that share of the income. It 
is further provided that a partner shall be 
deemed not to have the real or effective 
control and disposal of any money received 
by him which is applied to meet private 
or domestie obligations of any other part- 
ner. Consequently, as the share of income 
received by Mrs. Williams is used by her 
to pay household expenses, and that re- 
ceived by John Williams is used to pay the 
cost of his board and education at school, 
both partners will be deemed not to have 
the real and effective control and disposal 
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of the money received by them. Conse- 
quently, the Commissioner will determine 
what amount of tax would have been paid 
if James Williams had received all income 
of the firm, and the difference between this 
amount and the amount of tax which is 
actually being paid by James Williams will 
be assessed against the partnership. 
Assuming the income of the partnership 
was distributed between three partners in 
this fashion, the Commissioner would 
assess an extra amount of tax against the 
partnership in this fashion: 

. £3,000 


Income of partnership 


which is distributed— 
James Williams 
Mrs. Williams 
John Williams 


. £2,200 
500 
300 


£3,000 


On his income of 2,200 James Williams 
would pay the sum of (approx.) £550. If 
he had received the whole income of the 
partnership the tax would be (approx.) 
£930. Consequently the loss to the revenue 
through the creation of the partnership 
has been (approx.) £380, and it is this sum 
which the Commissioner may assess against 
the partnership. 

In this event, Mrs. Williams and John 
Williams will not be taxed on their share 
of the partnership income. 


QUESTION (8) 

Discuss the definitions of 
sonal exertion’’ and ‘‘income 
given in s. 6 of the Act. 

Applying the principles laid down there, indi- 
cate which type of income are the following :— 

(a) A pension paid out of a superannuation 
fund. 

(b) An annuity which has been purchased by 
the annuitant from an insurance com- 
pany. 

(c) Interest charged on 
counts. 


‘income 
from 


from per- 
property’’ 


overdue trade ac- 


ANSWER : 

Section 6 of the Act contains definitions 
of income from personal exertion and in- 
come from property. These definitions 
are :— 

‘Income from personal exertion’’ or 
‘*income derived from personal exertion’’ 


The Australian Accountant 


August, 1951 


means income consisting of earnings, sal- 
aries, wages, commissions, fees, bonuses, 
pensions, superannuation allowances, re- 
tiring allowances and retiring gratuities, 
allowances and gratuities received in the 
capacity of employee or in relation to any 
services rendered, the proceeds of any 
business carried on by the taxpayer either 
alone or as a partner with any other per- 
son, any amount received as a bounty or 
subsidy in carrying on a business, the in- 
come from any property where that income 
forms part of the emoluments of any office 
or employment of profit held by the tax- 
payer, and any profit arising from the sale 
by the taxpayer of any property acquired 
by him for the purpose of profit-making 
by sale or from the carrying on or earry- 
ing out of any profit-making undertaking 
or scheme, but does not include— 

(a) interest, unless the taxpayer’s 
principal business consists of the 
lending of money, or unless the 
interest is received in respect of 
a debt due to the taxpayer for 
goods supplied or services ren- 
dered by him in the course of his 
business: or 

(b) rents or dividends. 

‘‘Income from property’’ or ‘‘income 
derived from property’’ means all income 
not being income from personal exertion 

Applying the principles enunciated in 
this section, we find :— 

(a) A pension paid out of a super- 
annuation fund is income from 
personal exertion. 

An annuity which is being pur- 
chased by the annuitant from an 
insurance company is_ income 
from property. 

Interest charged on overdue trade 
accounts is income from personal 
exertion. 


(b) 


Note: In an eXamination, students would 
not be expected to reproduce the above 
definitions, especially as the question states 
‘‘diseuss the definitions.’’ Discussion of 
the various types of personal exertion in- 
come would suffice; however, as the defi- 
nition is comprehensive in its wording, it 
has been quoted in full to ensure that all 
points are covered. 
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JOHNSONIANA III 


Poh! to the weather 


In a letter to his friend, Dr. Burney, 
dated 2nd August, 1784 (a few months 
before his death), Dr. Johnson said: “The 
weather, you know, has not been balmy 
[it was a wretched year where ‘winter 
absorbed the spring, and now autumn is 
come before we have had summer’] ; I am 
now reduced to think, and am at last con- 
tent to talk of the weather. Pride must 
have a fall.” 

In a foot-note to this letter, Dr. Burney 
says: “There was no information for 
which Dr. Johnson was less grateful than 
for that which concerned the weather. It 
was in allusion to his impatience with 
those who were reduced to keep conver- 
sation alive by observations on the 
weather, that he applied the old proverb 
to himself. If any one of his intimate 
acquaintances told him it was hot or cold, 
wet or dry, windy or calm, he would stop 
them by saying, ‘Poh! Poh! you are telling 
us that of which none but men in a mine or 
a dungeon can be ignorant. Let us bear 
with patience, or enjoy in quiet, elemen- 
tary changes, whether for the better or 
worse, as they are never secrets.’’ 


On resentment 


‘*Resentment gratifies him who intended 
an injury, and pains him unjustly who did 
not intend it.” 


On marrying for money 


Dr. Johnson said: “It is commonly a 
weak man who marries for love.” Boswell 
and Johnson then talked 


of marrying 


women of fortune. Boswell mentioned @ 
common remark, that a man may be, upon 9 
the whole, richer by marrying a woman” 
with a very small portion, because @ 
woman of fortune will be proportionately 
expensive; whereas a woman who brings§ 
none will be very moderate in expenses. 4% 
Johnson: “Depend upon it, sir, this is not § 
true. A woman of fortune being used™ 
to the handling of money, spends it} 
judiciously; but a woman who gets the 
command of money for the first time upon] 
her marriage has such a gust in spending¥ 
it that she throws it away with great 
profusion.” 7 


How to conduct yourself at table 


When Boswell complained of having 
dined at a splendid table without hearing® 
one sentence of conversation worthy of9 
being remembered, Johnson said: “Sing 
there seldom is any such conversation.” 9 
Boswell: “Why, then, meet at tablef"% 
Johnson: “Why to eat and drink together) 
and to promote kindness; and, sir, this #9 
better done when there is no solid conver 
sation: for when there is, people differ i 
opinion, and get into bad humour, or somey 
of the company who are not capable of 
such conversation are left out and feel 
themselves uneasy. It was for this reasomy 
Sir Robert Walpole said he always talked 
bawdy at his table, because in that al 
could join.” 


Atrocem animum Catonis 


Near the close of a gallant life, Dm 
Johnson said: “I will be conquered; I 
not capitulate.” 











